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Abstract:
In this project I analyze how Chinese counterfeiting and cloning affects even high 
tech products like Apple Inc’s iPhone. In doing so I provide a thick description of the 
concepts and context of IP infringement and cloning in Chinese industry, as well as 
Apple the firm, iPhone the product, Apple’s supplier Foxconn, and Meizu a Chinese 
cloner.  I  outline  a  theoretical  framework  consisting  of  the  classic  organizational 
economics  theories  Transaction  cost  economics,  Agency  theory,  Resource  based 
view  theory,  as  well  as  four  strategies  for  dealing  with  Chinese  counterfeiters 
developed by A.T. Kearney. 
I  then use these thick descriptions and the theoretical framework to analyze and 
predict what will be the likely outcome of Apple Inc’s iPhone entering the Chinese 
market. To do this I develop a causal chain starting with the decision to enter the 
market, then picking the right strategy, and then dealing with copiers, cloners, and 
competitors, based on the previously picked strategy, while possibly being affected 
by contingent factors such as IP leaks.
Based on this analysis I conclude, and thus predict, that the iPhone will enter the 
Chinese market in 2009, that Apple will use an outpacing strategy, and if unaffected 
by contingent factors Apple will be very successful, but I find it likely that contingent 
factors for instance concerning monitoring of IP will adversely affect the outcome.   
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Chapter 1 Introduction 
My intention with this chapter is to give the reader an understanding of the problem I’ve chosen to 
investigate, my motivations for doing so, and the methodology used in the project. I will therefore 
give a brief introduction of my project, describe my problem area, define my problem formulation, 
and outline my methodology and clarify important concepts.
1. Introduction 
The starting point  of  this  project  was an interest  in  intellectual  property rights  infringement  in 
China, based on that initial interest I chose to investigate the Chinese copy industry and the cloning 
phenomena. In doing so I found that Chinese cloners had the knowledge, skills, and resources to 
clone almost any product, from simple brand name shoes and bags, to exact clones of cars and 
trains.  
It  struck me as particularly interesting that even the new iPhone,  a revolutionary new personal 
electronics product by Apple, had been cloned and even improved by the Chinese cloners. And I 
began wondering,  if  any  firms  product  can  be cloned,  how can  any firm be successful  in  the 
Chinese market? I decided to hone in on this issue by looking specifically at Apple Inc and their 
iPhone product. Apple has yet to enter China with the iPhone, according to my research they plan to 
enter the Chinese market with the iPhone in 2009. So what will be the outcome when they do enter?
Finding the answer to that question and thereby being able to predict what may happen has been the 
aim of my project. I have attempted to answer the question by providing a thick description of, 
Apple  the  firm,  Apple’s  product  the  iPhone,  Apple’s  supply  chain,  and  Apple’s  possible 
competitors and cloners in China. 
Furthermore I’ve investigated the context of the Chinese market by looking at the extent of and 
problems relating  to  cloning  and counterfeiting.  In  doing  so I’ve  divided  cloning  into  the  two 
subcategories  of  over-cloners,  and  innovative-cloners.  I’ve  attempted  to  define  where  the  line 
between copying,  cloning,  and competing can be drawn, and which paradoxes related to recent 
Chinese  economic  development  may  prevent  or  limit  successful  enforcement  of  intellectual 
property law. 
To provide a qualified explanation of how the case and the context may interrelate I’ve established 
and used a theoretical  framework,  this framework includes the classic organizational economics 
theories  transaction  cost  theory,  agency theory,  resource based view theory,  and furthermore  a 
theory of four strategies to deal with counterfeiting in China developed by the consulting firm A.T. 
Kearney.
With this context and theoretical framework I’ve attempted to construct a causal chain to describe 
the events which may occur when Apple enters the Chinese market. In creating this causal chain 
I’ve  answered  my  research  questions.  Finally  I’ve  concluded  my  report  with  a  prediction 
concerning which outcome I find most likely if Apple enters the Chinese market with their iPhone 
in 2009.
2. Problem area 
With the speed that China is developing at, there’s ample opportunity for any capable firm to make 
a fortune, but there’s certainly also many ways a fortune can be lost, and firms need to be careful 
for in failing in China, the firm can potentially set up a competitor that can challenge them in their 
home market.
When you think of the Chinese copy industry you think DVD’s and Prada bags, but the time when Chinese 
copiers only made cheap and obviously fake knock-offs, and counterfeits, is long gone. According to AT 
Kerney1 the Chinese counterfeiting industry has undergone 6 stages of evolution since 1970, the conclusion 
is that copying has moved from being cheap knockoffs of brand name textiles, to actual cloning of not only 
the product but sometimes also the entire product line, or manufacturing operation. Therefore copying and 
cloning in China presents a particularly frightening scenario for many firms. However not all Chinese “look 
alike” products are copies or clones, there’s a blooming industrial and entrepreneurial sector in China, and 
many Chinese firms are consequently inventing their own products to compete with established western 
firms. I’ve even found a number of cases where Chinese firms are accusing western firms of cloning their 
original products. 
It thus seems evident that a clearer understanding of where the line between illegal cloning and copying 
and legal competing is drawn in China is fundamental for success in the Chinese market.
Even  the  iPhone  a  revolutionary  new  personal  electronics  product  from  Apple  couldn’t  escape  being 
cloned. It was possible to find cheap knockoffs in China almost immediately after the product was released 
in the US market in 2007 and since then the quality of the so-called “iClones” has only increased. This is 
particularly problematic for Apple as the firm has chosen a slow market expansion strategy, originally the 
1 http://www.atkearney.com/main.taf?p=5,3,1,102 
product  was  only  released  in  the  US,  the  firm  has  since  expanded  the  market  to  first  the  UK,  and 
subsequently a number of European and African markets. However the firm doesn’t plan introducing the 
product to the Chinese market until sometime in 2009. Given the speed and ability of the Chinese copiers, 
cloners, and competitors this may be a very risky strategy. In part because the Chinese market has an 
estimated 370 million potential consumers, which is around the same amount as the whole EU market, if a 
Chinese domestic firm manages to successfully capture this market, it may gain a source of revenue that is 
so large that it would enable them to rapidly innovate the product, and hence potentially challenge Apple 
in the global market. Another risk is that given the lack of presence by the actual Apple firm, imitators may 
arise to exploit the firm’s brand and reputation, which may cause irreparable damage to Apple’s reputation 
in China.
Thus Apple has to enter the Chinese market due to sheer necessity if nothing else, but is it too late? What 
will happen when Apple enters the Chinese market is the core unit of analysis of this project, as Apple 
hasn’t yet entered the Chinese market I will instead attempt to predict the chain of events. In order to do 
this I will answer the basic questions of When (…it will happen), How (…the firm will do it), and What (…can 
affect the result). 
3. Problem formulation
3.1 Clarification
By outcome I mean the strategy that I believe Apple Inc. will employ when entering the Chinese market, as 
well as the success Apple will have with implementing this strategy. In connection with that I will reflect on 
how the success of the strategy will enable Apple to capture a large share of the market. 
3.2 Research questions  
Question 1: How likely is it that Apple will bring the iPhone to the Chinese market in 2009?
Question 2: What is the most viable AT Kearney strategy for Apple Inc. to apply when entering 
into the Chinese market?
Question 3: How can this strategy enable Apple Inc to deal with copiers, cloners, and competitors  
in China?
Question 4:  What possible problems or issues with Apple Inc’s current business practices may 
limit Apple’s ability to outpace copiers, cloners, and competitors in China?
What will be the most likely outcome of Apple Inc. entering into the Chinese market with its 
iPhone product in 2009?  
4. Methodology 
In my methodology I will discuss the research design and method I’ve chosen, as well as the limitations of, 
and means of evaluating the research. 
4.1 Research design 
This  project  is  based  on  a  critical  realist2,  and  explanatory3 research  design  with  the  aim  of 
prediction4. This means that I try to construct a causal chain to predict what will happen in the 
future. Given the fact that the main concern of this project is to understand what the likely outcome 
of  entering  the  Chinese market  in  2009 would be for  Apple Inc.,  I  found it  very important  to 
understand what  has happened in  the past  in  the context  of Chinese development  and Chinese 
cloning industry, as well as the facts of what has happened relating to Apple Inc, such as the iPhone 
product, market developments, supply chain and etc. As I believe that there is a cause and effect 
relationship between the past and the future, hence this constitutes my unit of analysis. 
I have decided to use critical realism to gain insight into these causal relationships. And in order to 
predict how these causal relations may results in an outcome, based on an understanding of the 
interaction  between  the  unit  of  analysis  and  the  context,  I’ve  chosen  to  take  an  explanatory 
approach. By using an explanatory approach I’ve attempted to ensure that there is a scientific and 
logical argumentation, behind the conclusions I’ve drawn from analyzing the case and context. 
The logical argumentation has been guided by a theoretical  framework consisting of transaction 
cost  economics,  agency  theory,  resource  based  view theory,  and  A.T.  Kearney’s  four  strategy 
options for dealing with Chinese counterfeiters. I see all of these theories as substantive theories, in 
that they deal with a specific area of concern, and I therefore believe that they are useful for guiding 
my analysis of the specific context. 
This explanatory approach has led me to outline a causal chain, which in turn has led to the final 
prediction. I find that had I neglected using an explanatory approach, I would probably also have 
arrived at a conclusion, I may even have arrived at the same conclusion. However this conclusion 
would be nothing more than an educated guess and I would be unable to explain why this was the 
outcome.  But  even more  important  I  wouldn’t  have been able  to explain  what  may have been 
alternative outcomes, or how contingent factors may affect the outcome. 
I find it important to state that due to my critical realist approach I’m neither searching for nor 
expecting to find any absolute truths or general  phenomena.  I’m analyzing a specific case at  a 
2 Sayer, Andrew 1992:
3 Yin, Robert K 2003:
4 Neuman, Lawrence W, 2000:
specific point in time, and furthermore I’m analyzing the case with my own particular perspective. 
Although I’ve attempted to make my bias explicit by providing a thick description of the context, as 
well as suppress the influence of bias in general by conducting a wide search for information. I 
believe  that  my  bias  has  affected  my  analysis,  and  I  therefore  find  it  unlikely  that  someone 
attempting  to  replicate  my  research  would  reach  the  exact  same  conclusions.  Thus  is  see  my 
ontological  orientation  as  essentialist,  and  my epistemological  orientation  as  perspectivist,  as  I 
search for the underlying truth but am limited in that search by my inability to step outside my “life-
world”. 
4.2 Research method 
In doing my research I have exclusively collected qualitative secondary data, and my source of 
evidence has been the internet, books, and others forms of documents5. This has mainly been in the 
form of internet versions of newspaper publications such as the New York Times, research papers 
such as those by A.T. Kearney6, Scientific reports such as those found on Springerlink.com, and 
varies forms of less official internet sources such as the Apple “gossip” webpage Appleinsider.com, 
and various low news sources with little or no editorial standard. It must therefore be noted that I 
am fully  aware  of  the  fact  that  the  internet  is  not  the  most  reliable  source  for  collecting  the 
information, but the advantage is to get a broad overview of up-to-date information. Furthermore 
I’ve  attempted  to  collect  information  from  both  Chinese  and  English  sources  of  information, 
however due to the language barrier I haven’t been able to directly use the Chinese sources in the 
report; nevertheless I have included them in the literature list as literature reviewed.
I’ve chosen this source of evidence because my unit of analysis involves research on two issues, on 
which I’m unable to  collect  primary data,  due to  constraints  of time and space.  Also I  find it 
unrealistic that I would have been allowed to perform interviews or collect similar qualitative data 
from Apple employees,  Foxconn representatives,  or Meizu leadership,  even if I had stood right 
outside their front door. 
One of my major concerns when doing this project has been my personal bias, and the bias of my 
sources of evidence. As described later in the report, I find that there are two major discourses on 
cloning in particular: a Western and a Chinese, the Western being overly skeptical of the legality of 
Chinese industry, and the Chinese being overly proud of Chinese industrial development. I believe 
that even when my sources are obviously trying to remain objective, they are still to some extent 
5 Book: Yin, Robert K 2003: p 86
6 It’s a global management consulting firm with offices in Major business centers across 30 countries.
affected by their discourse; hence I have been very aware of how I present the case, and with what 
eyes I’m presenting it. Perhaps I have even been too aware, as I may have been so worried about 
“seeing the world as a native Chinese” that I’ve become overly critical and negative concerning the 
Chinese firms and market conditions. 
On the  other  hand I  believe  that  my  experiences  with  growing  up  in  China  and experiencing 
Chinese economic develop, and the consequent growth of the copy industry,  has enabled me to 
supplement my research with an “eyewitness” perspective on the context. This has given me the 
advantage of being able to see the claims presented by others in the light of my own experiences, 
and has therefore helped to improve the contextual background. 
Concerning the specific method of analysis then I’m using a causal chain as I previously explained. 
To develop this causal chain I’ve proposed four research questions, answering the first question 
(picking the most likely time of entry to the Chinese market) will provide the starting point for my 
causal chain. Depending on the answer to the first research question I will outline a number of 
mutually exclusive dependent variables (the four strategies to deal with cloning) in order to answer 
the  second  research  question.  I  will  then  analyze  which  variable  is  most  likely  to  occur,  and 
consider  this  variable  an  independent  variable  for  the  purpose  of  answering  the  third  research 
question. 
Following a theoretical resource based view analysis of the context, I will consider the answer to 
the third research question the unaffected outcome of entry into the Chinese market by Apple, and 
thereby constitutes the preliminary answer to the problem formulation. 
In research question number 4, I will  then explain which contingent conditions may potentially 
affect the result of question three, by theoretical analysis of the context, and the likelihood that these 
contingent conditions will occur. If I believe that no contingent factors will occur, or are likely to 
occur, then the answer to the problem formulation is the answer to research question 3. However if I 
find that some contingent factor(s) may occur, (e.g. monitoring problems or opportunism) then the 
answer to the problem formulation may be changed, depending on the influence and likelihood of 
these contingent factor(s).
4.3 Limitation and evaluation of the methodology 
My research design and method has one large limitation above all  else, which is the predictive 
validity  of  the  research,  as  I’m  attempting  to  predict  future  events.  In  any  prediction  it’s 
fundamentally important to reflect on the predictive validity, nevertheless I find that it will, in all 
likelihood, be impossible for me to do so before the final evaluation of this project, as I’ve predicted 
the events to occur in 2009. 
It’s impossible for me to know whether or not my conclusion is correct before the actual predicted 
event comes to pass, or the time frame I put it within has passed, therefore my predictive validity 
Additionally as I stated before my research may have been biased by my Chinese perception, and 
by my limited access to other sources of evidence.
As my research design and method is based on a predictive single case study method, I believe that 
it  is both impossible  and irrelevant  to attempt to induce a general  hypothesis;  I  therefore don’t 
consider it relevant to evaluate my research based on external validity. And as measurements and 
scales aren’t used in the project, I also consider measurement validity irrelevant. 
Thus I’ve decided to evaluate my research on the criteria of internal validity,  as it is to test he 
possible errors or alternative explanation within research and it is also a key evaluation criteria of 
the critical realist explanatory approach. It means that it’s important to reflect on how well I’ve 
constructed  and argued the causal  chain.  To increase  internal  validity  I’ve among  other  things 
demonstrated  how I’ve  constructed  the causal  chain  throughout  the  analysis,  and analyzed  and 
discussed alternative results by reflecting on the theories and context. This means that I’ve tried to 
increase internal validity by proposing alternatives to any assumptions I make in my analysis, for 
instance I assume that Apple will enter the Chinese market in 2009 because I’ve considered the 
alternatives of entry in 2008, 2010 etc.
Another  criteria  which  I  will  use  to  evaluate  the  research  is  ecological  validity,  as  a  realistic 
understanding of the case and context is essential for the analysis, and subsequent conclusion. I’ve 
attempted to improve the ecological validity of my research by providing a thick description of the 
context, and by using multiple sources of data. For instance concerning the ecological validity of 
my discussion on the Chinese cloning industry, I’ve not only reviewed several papers and reports 
on cloning from western sources, but have also attempted to gain insight into the issue from the 
perspective of the Chinese entrepreneurs. One of the sources of knowledge that brought all of these 
perspectives together was the Dalian world economic forum debate in 2007 that dealt with the issue 
of counterfeiting and cloning in China, I viewed the debate online.
To increase the reliability of my research I’ve provided a conceptual clarification of concepts which 
may have been interpreted in different ways. To increase the replicability of my research, I’ve done 
extensive work on collecting data, and providing sources of data, so that anyone who may follow in 
my footsteps will be able to determine how I came to my conclusions. Although it’s likely that 
others would come to a different conclusion.
4.4 Structure of the report 
The  report  has  been  divided  into  five  chapters;  these  are  introduction,  context,  theoretical 
framework, analysis, and conclusion. Introduction includes the discussion of the problem area as 
well as the methodology and a clarification of concepts used. The context has been divided into two 
parts, part 1 includes a discussion of them contemporary issue of cloning in china, and it’s relation 
to IP law enforcement. Part 2 includes details concerning important actors in the case; these are 
Apple, and Apple’s iPhone, Foxconn Apple’s supplier, and Meizu a Chinese cloner. Chapter 3 is 
the theoretical  framework which includes transaction cost theory,  agency theory,  resource based 
view theory, and A.T. Kearney’s theory of four strategy options for dealing with counterfeiting.
Chapter 4 is the analysis, in this the four research questions are answered based on an analysis of 
the context with the perspective of the theories, thus a causal chain is established. Chapter 5 is the 
conclusion in this chapter I answer the problem formulation, reflect on the general perspective, and 
provide the literature list.
In addition to the five chapters I’ve included Appendix A, B, and C. in Appendix A I present a list 
of  events  which  I  find  important  for  understanding  the  case.  In  Appendix  B  I  provide  brief 
description of China’s recent economic development, as well as A.T. Kearney’s view of Chinese 
counterfeiting development in six stages. In Appendix C I provide a number of illustrations which 
may help the reader in understanding how I see Apple’s supply chain, the causal chain, and the 
relative resources and capabilities of Apple, Meizu, over-cloners, and innovative-cloners.
5. Conceptual clarification 
In here I will clarify briefly of some central concepts of my project, which I believe is necessary for 
a meaningful understanding of the report. These concepts will be explained in greater detail later in 
the report or in the Appendix. 
5.1 Counterfeiting 
is  usually  associated  with  the  printing  of  false  currency,  but  in  my  project  I  use  the  word 
counterfeiting  to  cover  all  the  words  and  subgenres  associated  with  illegal  copying  of  others 
property. Moreover, counterfeiting and copying mean the same 
5.2 Cloning
is  usually seen when a competitor  develops  a product similar  in function and design,  but  with 
different ingredients or components. And what distinguishes cloning from counterfeiting (copying) 
is whether there is an adequate difference in the components.
A greater discussion on the issue of counterfeiting and cloning can be found in chapter 2 part 1.
5.3 Types of infringement7 
According to Lai and Zaichkowsky,  there are four different types IPR infringements. These are 
counterfeiting, Piracy, Imitation brands and “the gray area”. 
Piracy is also counterfeiting but the difference is that the consumer is aware that the product is a 
forgery.  Imitation  brands refer  to  when  imitators  try  to  create  a  product  that  has  similar 
characteristics as the original e.g name or design. It’s the extreme case of cloning. “The gray area” 
refers to when a manufacturer produces more than the quantity required or ordered, and sells the 
surplus products in the market illegally. It could be one of the ways for the manufacturer to behave 
opportunistically. The discussion of these types can be found in Appendix B. 
5.4 Reverse Engineering (RE)
According to Eldad Eilam8, RE is an old concept that has existed since the industrial revolution and is the 
basic technique that has been applied to most modern cloning.    
Another definition from Wong Wing Sum’s study paper, He says that: 
“RE is the process of discovering the technology principles of a device or object or system through analysis of  
its  structure,  function  and operation.  It  often  involves  taking  something  (e.g.  a  mechanical  device,  an  
electronic component, a software program) apart and analyzing its working in detail, usually to try to make  
a new device or program that does the same thing without copying anything from the original.”9  
The legal aspects and discussion of RE can be found in chapter 2 part 1
5.5 Intellectual property right (IPR)
IPR is a set of exclusive rights for people who own the knowledge and the value created by this 
knowledge within certain limited time period. It contains all kinds of human creation, innovations 
of literature, art design and etc. IPR consist of copyrights, trademarks, trade secrets, and patents. 
The discussion of Chinese IP law enforcement can be found in Chapter 2 part 1
7 Kay Ka-Yuk Lai; Judith Lynne Zaichkowsky  1999
8 Eilam, Eldad 2005: p. 3-4
9 Wong Wing Sun, Judy 2006-2007 page 1
5.6 Know-how/ Know –why
In  my  project  Know-how refers  to  the  knowledge  of  how  to  assemble  a  product  and  how it 
functions,  while  Know-why  refers  to  understanding  of  the  principle  behind  how  things  work 
together.  These are  the concepts  I  use to  argue how over-cloners  and innovative-cloners  differ 
Chapter 2 par 1. 
5.7 Supply chain 
Supply chain normally refers to the movement of the product from raw material to end user, in my 
project I look at the movement of the iPhone product from part suppliers, through manufacturing to 
the  retailer,  and finally  the  end user.  An illustration  of  Apple’s  supply  chain  can  be found in 
Appendix C
Chapter 2 Context  
As outlined in the structure of the report the context is divided into the two parts Cloning and Case. 
This context will form the basis for my analysis, and subsequent causal chain and conclusion.
Part I context of cloning 
In this part I will provide a thick description of the contemporary cloning issue in China, this will 
start with a discussion of the extent of cloning in China, related to the evolution of the cloning 
industry, and how cloning is done in practice. Followed by a discussion of the national and local 
paradoxes related to enforcing IP law in China,  as well  as a discussion of the legal  aspects  of 
reverse engineering, moreover I will discuss if and how a clear line can be drawn between copying, 
cloning and competing.
6. Cloning in China 
6.1  The extent of cloning in China 
The level  of cloning and counterfeiting in China is  tightly related to China’s overall  economic 
development, and the increasing resources and capabilities of Chinese manufacturers. A.T Kearny 
divides the development of the Chinese counterfeiting industry into 6 stages10. The first stage is 
simple knock-offs of famous western brands, this stages occurred around the same time as China 
reentered the world market in the end of the 70’s. As the Chinese economy grew at a historically 
rapid pace so did the Chinese copy industry. I believe that this was in part due to the serious lack of 
IP law in China, as the country had just made a very rapid transition from a communist central 
market which was completely without free enterprise and intellectual property, to a capitalist free 
market. So the Chinese copy industry, just like Chinese industry in general, moved quickly from 
simple production to high tech industry. Thus since almost anything can currently be manufactured 
in China, almost anything can likewise be copied in China. But many Chinese copiers have now 
begun to realize that, if they are to market their products abroad, they will need to make products 
which don’t violate international IP law. Thus a strong industry of cloners have sprung up, these are 
the firms which occupy the legal gray area that exists between legal competitor, and illegal copier. I 
will discuss exactly how to identify the cloners later in the chapter. 
10PDF:  AT Kearney: “The Counterfeiting Paradox” 2005: See detailed discussion of the six stages in Appendix B
As cloning falls within this gray area, the extent of cloning is hard to account for. I have found that 
if seen from a western perspective, most cloners are actually likely to be viewed as copiers, whereas 
if seen from a Chinese perspective many cloners are likely to be viewed as competitors.
Thus I’ve been unable to find statistics or similar material which accounts for cloning as a category. 
However  data  on  the  extent  of  Chinese  IP  infringement  in  general  is  widely  available.  The 
following  quotes  are  from the  United  States  Trade  Representative  (USTR),  the  CIA,  (two US 
government agencies) and the American Consulting firm A.T Kearney, which are all likely to be 
biased against Chinese copying, and are therefore likely to include cloning in copying. 
“China’s inadequate IPR enforcement is resulting in infringement levels at 90 percent or above for  
virtually every form of intellectual property, according to the OCR submissions that USTR 
received. Overall piracy rates in China have not declined significantly since WTO accession, and in 
some sectors have increased from already extremely high levels. OCR submissions report estimated
U.S. losses due to piracy of copyrighted materials alone ranging between $2.5 billion and $3.8 
billion annually.”11
“according to the World Customs Organization, counterfeiting accounts for 5 -7% of global 
merchandise trade, equivalent to lost sales of as much as US$ 512 billion last year.”12
“Estimates indicate that in 2004, counterfeit products accounted for nearly 8% of the nation’s  
(China’s Ed.) GDP. All the counterfeiting activities has made China only have a 4% unemployment 
rate”13
So according to the sources counterfeiting is nearly 8% of China’s GDP, and approximately 5-7% 
of global merchandise trade, the numbers that this translates into must be huge. As I stated before 
I’ve  found  nothing  to  indicate  that  the  sources  make  a  distinction  between  counterfeiting  and 
cloning,  so even a  cautious  guess  that  cloning only accounts  for 5% of Chinese counterfeiting 
would still result in a very substantial amount. So I believe that even though cloning perhaps only 
accounts for a small amount of counterfeiting in general, the extent of the problem is still large 
enough that any firm should be concerned about it. Furthermore as China’s economy continues to 
develop,  many counterfeiters  are  likely  to  see  the  economic  benefits  which  may be  gained  by 
becoming cloners, and gain the resources and capabilities to make the transition. Thus the extent of 
cloning is likely to increase as rapidly as the Chinese economy grows, and there’s little indication 
that the Chinese economy will slow down any time soon. 
11 PDF: United States Trade Representative 
12 AT Kearney: “The Counterfeiting Paradox” on “Fakes!” business Week online, 28 January 2005 
13 Central Intelligence Agency: The World Facebook: China   
6.2 Reasons for the extent of cloning in China
I believe that many Chinese consider IPR law as a western concept forced upon China in order for 
China to  be a  full  member  of the WTO and world market.  So there is  very high tolerance  or 
acceptance of IPR infringement in China, which has created extensive copying of western products 
by small firms. However if a firm wants to sell products on a larger scale in China, or participate in 
international trade, that firm needs to be operating legally. So for large scale operations a firm either 
has to invent and promote its own product, or find a way to imitate an existing product legally. This 
is why many Chinese firms resort to cloning. 
Secondly, even though we assume the Chinese cloner and consumer knows that the product may 
violate IPR, many simply can’t afford to worry about whether or not they’ve violated the design of 
a foreign company on the other side of the world. The most important thing for them is to earn as 
much as possible, as quickly as possible in order to be able to provide for their kid and family.
Thirdly, after the economic reforms carried out since 1979 there has been a huge increase in the 
level of unemployment14. And as the people who are the generation of “Mao’s children”15 had a 
very low general level of education, most of them no higher than high-school, lost their safe jobs in 
the state owned enterprises (SOE)16, the government encouraged them to start up their own private 
businesses. So this situation created a hotbed for a Chinese copy industry and cloning industry on a 
huge  scale.  Furthermore  the  speed  at  which  products  are  learned  and cloned  has  significantly 
increased, as the skill of the cloners continues to increase. 
Along with the economic development, the Chinese government has concentrated on developing the 
education system17. According to a statistics report from the Chinese ministry of education there 
were  3,774,708  graduates  from  universities  in  China  200618.  However,  the  large  amount  of 
graduates has created intensive competition among young job seekers. Therefore there is a tendency 
that  even  graduates  with  a  university  degree  in  natural  science  have  a  hard time finding  good 
employment.  And thus created a situation where China has a very large group of underemployed 
highly  educated  people.  Some  of  these  people  have  discovered  that  an  alternative  way  to  do 
something interesting, and even become wealthy, is to work as a reverse engineer or start their own 
high-tech counterfeiting or cloning firm.  
14 For greater details concerning Chinese economic policies, see Appendix B
15 Detail information about this generation can be found in my 2nd semester project-”Mao and the red Guards.” L. Y. 
Wu et al. 2006
16 PDF: Federal Research Division Library of Congress 
17 One of the main reasons for the increase in the general level of education is the so-called “one child policy”, for 
greater details on this issue see Appendix B
18 Number of Undergraduate Students by Type of Courses in Regular Higher Educational Institutions 
6.3  How cloning is done in China 
Cloning  usually  refers  to  copying  the  quality,  design  and functionality  of  an  original  product. 
Nevertheless Cloners may also copy the customer service, brand name, organization structure, and 
even the factory of the original producer. High tech products, such as the iPhone, are usually cloned 
by means of reverse engineering. This means that the product is broken down into its individual 
bits,  and the reverse engineer then tries to understand how each part works together so that the 
engineer may create a product with similar functions. Software is reverse engineered in a similar 
way, in that the reverse engineer goes down into the basic coding and then works his way up. Allow 
me to illustrate by using the example of how a cell phone was cloned. 
According to the author19 the cloners bought the cell phone, they then hired 20-40 engineers to 
begin decoding the phone’s hardware, at the same time they hired a number of specialized coders to 
reverse engineer the individual program functions of the phone. While this was done the cloners had 
all of the individual parts manufactured. All of this took about one month, the cloners then designed 
and assembled their clone phones and were ready to start selling the clone product after a total of 8 
weeks. The cloners manufactured and sold 30.000 units and then moved the production facilities.
I will discuss the legal issues relating to reverse engineering in chapter 7.1. 
According to my research20 another common cloning practice was previously what is called a ghost 
shift; with a ghost shift the manufacturer would operate his factory officially at day and unofficially 
at night. At day he would produce the ordered product, and at night he would produce clones to be 
sold in the black market. However this practice has become less common as monitoring has become 
easier due to technological development, therefore a common practice is now to create an identical 
“clone factory” in some remote region to produce the clone product. Although this usually happens 
to firms in China, there have also been cases where foreign firms and factories have been cloned 
without the firm ever entering China. Yet another very common way that cloners operate is that 
they  attend  trade  shows,  exhibitions,  show  casings  and  so  forth,  at  these  events  they  gather 
knowledge about the product and then attempt to manufacture it themselves21. As the industry has 
developed cloners have become increasingly more resourceful and intelligent, currently cloners do 
extensive market research and analysis before determining which products to clone.
19 Koeppel, Dan July 8, 2007 , the chapter is “called How to Clone Anything”
20 Koeppel, Dan July 8, 2007 
21 These employees usually take as many pictures as possible, and it has become much easier for them to do so now 
when the quality of phone cameras has increased, cloners  can simply stand and pretend to make a phone call while 
stealing all of a firm’s product designs.
6.4 The cloning paradox in China
My research would indicate that there are two important paradoxes which complicate the issue of 
cloning in China. These are the paradox at the national level, and the paradox at the local level.
At the national the problem is that China wants to be a full member of the world market, but at the 
same time China wants to reduce its reliance on foreign products, and develop the economy. Thus 
there’s pressure on China from the rest of the world to update IP law, and there’s pressure from the 
Chinese people to develop Chinese industry.  As a large part of Chinese industry is based on a 
principle of imitation or cloning, the Chinese government finds itself in a paradox. On the one hand 
it needs to strengthen IP law as a result of becoming part of among other things the WTO. On the 
other hand it needs to secure national interest and reliance on foreign industry. Thus China seems to 
have one eye open and one eye closed. 
At the local level the paradox becomes even more obvious. Many Chinese cities and towns only 
exist based on the presence of large firms or factories; there are many very large cities in China 
where  the  whole  town primarily  produces  only  one  product.  As  cloning  and  counterfeiting  is 
usually a somewhat shady business, many of the firms that engage in those activities choose to 
locate  their  production facilities  in remote  areas  of the country.  In these regions  even a  single 
factory can be the lifeblood and hope for the entire city, so thus there is very little incentive for local 
officials  to  enforce  IP  law.  On the  other  hand  as  the  Chinese  government  wishes  to  give  the 
appearance of dealing with the issue many local officials find themselves in a situation where they 
need  to  choose  between  obeying  government  mandates,  and  serving  the  interest  of  their  local 
community. 
However this paradox isn’t limited to the remote areas and cities, it’s a paradox that may exist in all 
regions of China, because of the centralized nature of Chinese economic policy. Chinese policy is 
based on developing special profitable regions and cities to an even greater extent so they may pull 
the rest of the country up, almost like a classic growth pole strategy. However my understanding is 
that the main measure of an area’s attractiveness for government investment is the amount of tax the 
area collects and pays. Thus in order to gain the favor of the central government, local and regional 
officials may be tempted to close their eyes to IP violations as long as the firm pays its taxes. But at 
the same time the officials also face pressure from the government to crack down on IP violations, 
thus this may lead to relaxed IP law enforcement, and lenient punishment of IP offenders. 
6.5 The line between Counterfeiting, Cloning and Competing 
As I’ve mentioned earlier it can be very difficult to determine when a firm belongs to one of the three 
categories, counterfeiter, cloner, or competitor. Therefore I will now discuss how such a distinction can be 
made and how I use the terms. I’ve divided the categories into three groups, group 1 is the counterfeiters,  
group 2 the competitors, and group 3 is the cloners. Group 3 has then been divided into two subgroups 
called over-cloners and innovative-cloners.  I’ve illustrated the groupings with figure 1. It’s important to 
note that I don’t see these groups as particularly Chinese or Asian, my research would indicate that Japan 
and Korea has had the same groups, and there are cases from the US which would suggest that these 
groups also exist there. 
Figure 1: Author’s own illustration of the relation between the three groups. (Source: Author)
6.5.1 Group 1: Counterfeiters
Group 1 includes the typical types of infringement as outlined in the conceptual clarification. In 
relation to the case group 1 is made up of the firms which produce cheap knock-offs of the iPhone, 
or the firms which attempt to steal Apple’s brand name and reputation. Examples of brand imitation 
are the SciPhone22 and the HiPhone23 
6.5.2 Group 2: Competitors
Competitors are the firms which sell, produce, or manufacture their own unique products. these 
products are legal in the sense that they don’t violate other firms IP, and thus will usually have an 
adequately different design, function, component, brand name,  or similar. It should be noted that if 
there is no or very limited IP that prevents competitors from producing similar products, then 
22 China New Fashion: SciPhone   
23 China New Fashion: HiPhone   
competitors may still differ to distinguish themselves. Examples of competitors in the case are 
R.I.M with their Blackberry product24 and Nokia with their e62 product25. 
6.5.3 Group 3: Cloners
Cloners are somewhat more difficult to define, as it’s a complex mix of factors that determine where the 
line is drawn. I’ve chosen to divide cloners into the following two subgroups, Over-cloners and innovative-
cloners.
Over-cloners are the cloners which resemble copiers the most without actually being copiers. These firms 
take a large extent of inspiration from the original firm in developing their product, to the extent that the 
final product is almost indistinguishable from the original. Nevertheless the over-cloner distinguishes itself 
from the copier in that the cloner understands the know-how of the product, and is therefore able to 
change the products features and functions to an extent where IP law isn’t directly violated. An example of 
an over-cloned iPhone product is the p168 from Chinese firm CECT26, which is a product very similar to the 
iPhone but with somewhat different software.
Innovative-cloners are the firms which resemble competitors the most without actually being competitors. 
These firms have somehow changed or innovated the design, features, functions, or components of the 
product to such an extent that the product could almost be called their own creation. However innovative-
clone products show a large degree of  inspiration from the original  product,  and are also likely  to be 
marketed based on the success of the original product rather than on its own merits. An example of an 
innovative-cloned iPhone product  is  the MiniOne from Chinese firm Meizu27,  I  will  discuss  this  firm in 
greater detail later in the report.
As I’ve mentioned earlier in the methodology and context, exactly which firms belong in which categories is 
a matter of perspective. In general I  would say that a Chinese bias would favor placing the innovative-
cloners in group 2, whereas a western bias would favor placing the over-cloners, and perhaps also the 
innovative-cloners, in group 1.
6.6 Examples
To illustrate how blurry the line between copying, cloning and competing is, I have outlined three everyday 
life examples. 
Example 1: If you’re tired of reading my report, just look down at a parking lot, you will probably be able to  
distinguish about 10 different car brands, and most of these probably look somewhat or almost exactly  
similar to each other. Do you consider these brands as counterfeit or cloned products? Probably no, one  
24 Stone, Brad, April 27 2008
25 Krakow, Gary, August 24 2006 
26 Sonicdigitals, 5 April 2008
27 MeizuMe November 2006
reason may be that  they’re  all  established brands,  and another  reason may be that  you see  them as  
competitors rather than copiers. 
Example 2: If you go to any Danish supermarket to buy Cola, you will have at least the following three soft  
drinks brands to choose from: Coca Cola, Pepsi Cola and Harboe Cola. Maybe you do consider Harboe Cola  
as a copy of Coca Cola or Pepsi, but would you accuse Harboe of cloning and refuse to buy their product, or  
would you consider them as a competitor that makes cheap cola.  
Example  3:  As  you  probably  have  noticed  most  Danish  computers  have  Microsoft  Windows  installed,  
however the origins of Microsoft’s Windows product are closely related to cloning. It’s a complicated and  
contested issue, but the long story short is that the mouse and desktop was developed by Xerox; who didn’t  
know what to do with the technology so they showed it to Apple and Apple started cloning it. Apple then  
made a licensing deal with Microsoft and sent the firm a prototype of the Macintosh, that they’d developed  
based  on  Xerox’s  technology.  Microsoft  then  started  reverse  engineering  the  Macintosh  to  develop  
Windows. Microsoft went on to become one of the most successful firms of the 80’s and 90’s, and Apple  
soon after entered the slump the firm was in until recently.28 
7. Legal aspects of cloning 
One of the core issues with cloning is that there’s very little clear law that states or defines exactly 
what cloning is, and under what circumstances cloning is legal. This is to a large extent a global 
issue, but the problem is intensified in China as there is a general lack of clear IP law in the country. 
Many of the problems can be summed up to China’s compliance or lack of compliance with the 
TRIPs agreement29 (Trade-Related aspects of Intellectual Property Rights), China signed the TRIPs 
agreement in 2001 as a prerequisite for entering the WTO, but has since faced consistent critique 
for failure to live up to the agreement30 .
How Chinese IP law differs from international IP law is a long and technical discussion, but it’s 
also  a  largely irrelevant  discussion.  Since the  cloning  paradoxes  to  a  large  extent  prevents  the 
successful enforcement of any IP law.
Additionally Reverse engineering is in itself a gray area. 
“The act of Reverse engineering itself is not explicitly expressed as a legal process or not, but by  
doing so it may encounter several issues.”31
As the quote indicates reverse engineering in itself isn’t an illegal practice, the question is what the 
knowledge  gained  from  reverse  engineering  is  used  for.  Again  the  actual  law  is  long  and 
complicated, but my impression is that reverse engineering is legal as long as the knowledge gained 
isn’t  used  to  violate  IP,  publish  trade  secrets,  or  expressly  forbidden.  This  means  that  reverse 
28 Hormby, Tom, August 25, 2006
29 Webpage: World Trade Organization, and Paper:  Friedmann, Danny, July 10 2007
30 PDF: United States Trade Representative
31 Wong Wing Sun, Judy 2006-2007 p. 2 
engineering can be used if it  serves the common good or social  welfare.  However my research 
indicates that even these practices of RE are legal in China.32 Hence even though Apple forbids RE 
in their contract of purchase33, it seems that this doesn’t apply in China.
8. Part conclusion
Based on my discussion  of  the  topics  within  part  1,  I  find that  there  is  a  distinction  between 
Copying, Cloning, and Competing. However the distinction between these three groups is a matter 
of perspective, and that perspective can affect to which extent cloners are pursued as IP violators. 
Furthermore there are a number of issues relating to the creation and enforcement of IP law in 
China, the most serious of these issues is the paradoxes at the national and local levels which reduce 
incentives for efficient law enforcement, and the uncertainty relating to the legal status of cloning in 
China. I find that cloning and counterfeiting has thus become widespread in China, and that it has a 
large impact on trade in general. 
Since law practitioners in China are more likely to view Chinese cloners as legal competitors than 
illegal violators of IP. Since punishment of cloners found guilty of IP violations is likely to be 
lenient, and since Chinese copiers and over-cloners are moving towards being innovative-cloners or 
real  competitors.  I  conclude that  any foreign firm entering the Chinese market  should consider 
Chinese cloners as actual competitors, and thus develop strategy accordingly. 
32 Barboza, David February 18 2008 
33 Kravetz, David July 20 2007
Part II context of Apple
The following table is an outline of the subjects addressed in part 2 of the context 
Table 1: overview of Chapter 2 part 2 (source: author)
9.  Apple Inc.
9.1 Summary
Apple  Inc  has  always  been  one  of  the  more  innovative  firms  in  the  personal  electronics  (PE) 
industry, with CEO Steve Jobs at the helm they’ve recently rebounded from an over a decade long 
history of low performance. With the introduction of the hugely popular iPod in 200134, Apple laid 
the foundation for its current success the iPhone which was released in the summer June 29th of 
200735. However the iPhone isn’t without issues, for instance (1) it restricts the buyer to using a 
fixed subscription with only one network supplier - AT&T36; (2) it was originally only launched in 
the United States, then Europe, and then Africa. (3) Sales still only account for 3% of the current 
markets37. (4) Furthermore following the announcement, and relatively successful introduction, of 
34 “Apple Computer released quarterly financial results Wednesday that showed strong growth in both its iPod music 
player and its MacBook portable computer businesses…The company reported that it sold 8.1 million iPod players, 
however, an increase of 32 percent over the comparable quarter a year ago.” Markoff, John 2008
35 Markoff, John 2007 
36 AT&T is one of the network companies in the United States which provide wireless, internet connection, satellite TV 
services and Phone. Company website is http://www.att.com/gen/landing-pages?pid=3308 . There are many different 
network providers in the USA. 
37 Elmer-Dewitt, Philip May 16, 2008 
the iPhone other major firms such as Google38, Nokia39, and LG40 have all announced that they have 
plans for similar phones.
Therefore Apple Inc is still in the position of the underdog, and they stand to possibly loose all that 
they’ve gained over the last few years if they implement the wrong business strategy.
9.2 Short history41
Founded in 1976 by Steve Jobs, and Steve Wozniak; Apple computers was one of the pioneers of 
the PC revolution which started in the late 1970’s. The early days of the computer industry was also 
Apple’s heyday, in this period Apple launched the Apple, Apple 2, Lisa, and most importantly the 
Macintosh computer in 1984. However Apple began to lose much of its market in part due to the 
introduction of Microsoft Windows, and in part due to a general slowdown in the market. Therefore 
the firm released manager Steve Jobs in 1986 and continued on in a slump for the next 10 years. In 
the meantime Steve Jobs headed the firms Pixar and NeXT, and returned as the CEO of Apple in 
1996 following a takeover of NeXT by Apple. Jobs worked to reorient the firm and have it become 
the innovative firm it previously was. In 2001 Apple launched the iPod music player which became 
a huge success, at the same time the firm worked to increase its presence in the laptop market. On 
January 9th of 2007 Apple Inc. announced that they would release their new product the iPhone into 
the US market on June 29th 2007, which they subsequently did. The iPhone was one of the most 
anticipated personal electronics products of 2007 and Apple managed sales of 4 million42 in 2007. 
Sales for 2008 are expected to be at around 12 million43, and Apple is expecting sales as high as 40 
million in 200944.
9.3 Current products 
Apple is currently selling three major products as well as a long line of accessories and ad hoc 
products.  These  three  products  are  the  MacBook,  the  iPod,  and  the  iPhone.  The  MacBook  is 
Apple’s laptop line. The current star of the MacBook line is MacBook air which is the thinnest 
laptop in history.  The iPod is Apple’s innovative music player,  it  became a huge hit due to its 
38 Helft,Miguel and Markoff, John 2007 
39 Ricker, Thomas 2007
40 Kelly, Gordon 2007
41 http://topics.nytimes.com/top/news/business/companies/apple_computer_inc/index.html?8qa&scp=1-
spot&sq=Apple+Inc.&st=nyt 
42 Elmer-Dewitt, Philip January 25, 2008 
43 Elmer-Dewitt, Philip May 16, 2008 
44 Elmer-Dewitt, Philip May 16, 2008 
stylish design and ability to play video. Furthermore it integrates with Apple’s iTunes online service 
and thereby allows users to buy music directly to their iPod.
The iPhone is Apple’s newest innovation, it is a combination of a number of revolutionary ideas, 
and it has completely redesigned and redefined the general impression of what a phone should look 
like. I’ll describe the iPhone in greater detail later in this chapter.
9.4 Economics
According to the New York times Apple Inc has gone from a share price that was stable on the low 
side of 10$ since 1982, to a huge increase within the last four years where the share price has gone 
from an average of around 15$ in 2004, to the current share price of 185$45.
Furthermore Apple Inc reports an increase in Total net income from 266 million in 2004, to 3.496 
million in 2007.46
The huge increase in share price shows an increase in consumer faith in Apple Inc, an increase from 
15 to 185 dollars is quite considerable, and it must almost certainly mean that Apple is the fastest 
growing firm in the personal electronics industry. However Apple is currently rebounding from a 
decade long slump, therefore the huge increase may also mean that Apple is returning to an industry 
average  level.  The  large  increase  in  Total  net  income  has  given  Apple  the  funds  needed  to 
successfully introduce new products such as the iPhone, however the limited time period with high 
income also means that Apple Inc may have trouble in operating with losses in some areas or 
markets. I therefore believe Apple Inc may have trouble engaging in a price war.
9.5 Firm structure
Apple Inc currently employs approximately 18.000 full time employees plus another approximately 
2000 part time employees.47 The firm is very secretive and therefore I haven’t been able to find 
information concerning its organization structure. The few sources I have been able to find indicate 
that  Apple  is  a  divisionalized  firm with  US,  Europe  and Pacific  divisions,  as  well  as  product 
divisions. At the head of the firm is founder and CEO Steve Jobs, Jobs management style in his first 
term at Apple was quite controversial, he was reportedly infamous for terrorizing his employees and 
pushing everyone around him harder than they could bear,  he may have matured with age and 
recent signs of generosity such as giving each Apple employee a free iPhone would indicate the 
45 Apple Inc. APPL, May 23, 2008 
46 http://marketwatch.nytimes.com/custom/nyt-com/html-financials.asp?
symb=AAPL&sid=609&report=1&period=annual 
47 Ricker, Thomas June 28, 2007 
same48. However Jobs has always been an innovator, he reportedly sees Apple as creating art not 
products and most of Apple’s new products consequently bear the sign of being not only innovative 
but also very stylish. 
9.6 Plans and Goals 
When launching the iPhone Apple employed a cautious strategy, they decided to only launch within 
the US for the first year, I believe this was to measure the response and demand for the iPhone, and 
to limit any potential losses. Furthermore Apple has decided to make exclusive deals with network 
providers which meant that the consumer would be bound to a 2 year subscription with the provider 
AT&T in the US49.
Apple thus created a high level  of demand abroad,  as consumers  felt  they were left  out of the 
technology revolution, and furthermore Apple created consumer dissatisfaction as some consumers 
felt that they would be bound to give up some of their personal freedom if they wished to purchase 
the iPhone.
Apple  launched  the  iPhone  into  the  UK with  an  exclusive  deal  with  network  provider  O2 on 
November  9th 2007 and reportedly  sold  200.000 units  in  the  first  8  weeks50.  Given total  sales 
exceeding four million units by the end 2007, Apple is planning the launch of the iPhone into the 
rest of the European and Middle Eastern market with network provider Orange51, and is currently 
negotiating with China Mobile for exclusive subscription in China52. However recent events has 
created troubles for Apple’s plan, a German court recently ruled that Apple wouldn’t be allowed to 
bind the consumer to an exclusive subscription in Germany53, furthermore a French court ruled that 
the iPhone must be available without exclusive subscription in France54. On top of that Apple is 
having difficulties in negotiating with China Mobile as China Mobile is already providing service to 
a reported 400.000 smuggled in iPhones55, and therefore has little incentive to give Apple a part of 
its revenue.
There’s currently speculation that Apple will release a new 3G version of the iPhone in august of 
2008, Foxconn has reportedly been picked as the manufacturer.56
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Additionally Apple is also launching a new laptop called the Macbook Air which is the thinnest 
ever laptop, and improving on its iPod brand.57
Goals
As I’ve previously state Apple is a quire secretive firm, however I have been able to find that 
Apple’s current goal is to sell 10 million iPhones by the end of 2008 which would mean a 1% 
market share of global cell phone sales, and selling 43 million iPhones in 2009. As well as expand 
the market  for their iPod and MacBook brands. However according to Gene Munster who is a 
leading Apple analyst the goal of 43 million may be over the top. 58
9.7 Firm Strategy
Apple Inc’s firm strategy falls somewhere in between a differentiation and a focus strategy (Porter 
1980),  Apple  is  oriented  towards  creating  high  quality,  and  innovative  products  which  are 
aesthetically pleasing. However Apple has traditionally focused on a very narrow market, and has 
always been seen as a somewhat outsider in the PE industry, which would indicate a Focus strategy. 
However  Apple  is  moving  towards  the  broad  consumer  appeal  that  would  characterize  a 
differentiation  strategy.  The  reason  why  I  say  they  lie  somewhere  in  between  focus  and 
differentiation is that Apple refuses to allow it’s consumers to use industry standard software such 
as software based on Microsoft products. This is because Apple’s iPod depends on the online media 
store iTunes which locks the media to the iPod and iPhone, furthermore Apple software to a large 
extent only function on Apple products.59
9.8  Resources
My data  would  indicate  that  Apple’s  key  strengths  is:  (1)  their  Human  resources,  (2)research 
facilities  in  Cupertino  California,  (3)  Reputation  and Brand awareness  as  they’ve  always  been 
known for  their  high  quality  innovative  products,  (4)  IPR in  the  iPhone,  iPod,  and  MacBook 
products, (5) and their flexibility. These factors all sums up to a firm that has strong innovative and 
dynamic resources, and which should therefore be in a good position to introduce new products and 
features, as well as rethink their market strategy. 
Apple’s key weaknesses on the other hand seem to be: (1) their low market share,(2) the firm’s 
insistence  on  refusing  to  make  the  hardware  and  software  compatible  with  industry  standard 
Microsoft  software,  (3) the firms  relatively low capital  reserve,  which is  the result  of  the firm 
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becoming very profitable recently after a decade long slump, (4)that the iPhone is only present in a 
limited number of markets,(5)  the firm’s trouble with securing revenue from exclusive network 
deals, due to cracking of the iPhone, legal disputes, and smuggling, (6) and the fact that the firm has 
been unable, or hasn’t even tried, to secure exclusive software license deals from major software 
manufacturers and service providers such as Google, and Tencent60. Therefore I believe that Apple 
Inc. may face some serious problems in terms of competing with more established firms in the 
industry. 
10. iPhone from Apple Inc
10.1 Summary
The iPhone basically changed the way we think of the cell phone, it’s a revolutionary new high tech 
product that has managed to attract the attention of the world. But it’s currently only sold in the US 
and some parts of Europe. Additionally,  activating the iPhone binds the consumer to a two-year 
subscription with an exclusive network provider in the country of purchase, therefore owning an 
iPhone has become a status symbol in many circles outside the US, such as parts of the EU and 
especially in China(e.g. some Chinese pay almost twice as much to get a smuggled in iPhone). 
10.2 Product details
The iPhone is a revolutionary new product that combines the features of a phone, music player, 
internet browser, and game machine. The core new innovation is the removal of all buttons from the 
product. Instead the iPhone is operated completely by use of touch screen, it has intelligent features 
which  includes  a  keyboard  with  spell  check,  a  motion  sensor,  wireless  network,  3d  graphics, 
Google maps, and many others technical features.
The product represents the pinnacle of innovation within the personal electronics industry, however 
the product may also soon find strong competitors as industry giants Google, Nokia, and LG all 
have announced that they are working on similar products.
10.3  Security
Apple Inc is facing quite a dilemma concerning IP security.  On one hand Apple Inc wishes to 
general knowledge of the complex features of the iPhone at an absolute minimum as this may aid 
competitors. On the other hand Apple has to deal with the issue that they’ve chosen not to support 
60  Tencent is one of the world’s largest consumer internet companies and its Instant Messaging program QQ is 
extremely popular in China. “Martin Lau, president of Tencent Technologies… was among several who said that Chinese 
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windows based products, and software developers therefore have to create programs specifically for 
the Apple platform. Apple Inc has therefore chosen to hold a conference titled the Apple Worldwide 
Developers  Conference,  at  this  conference  Apple  will  arrange  sessions  and  one  on  one  talks 
between senior Apple researchers and those firms which have signed up. Apple has stated that it 
will answer any question developers may have concerning the functions of the software and the 
code behind it. And if a developer chooses to create Apple software they will get a free software kit, 
and only need to pay a licensing fee of the final product. This may have the effect of increasing the 
software available for the iPhone, which would increase competitiveness, but at the same time it 
may also give cloners and competitors they need to imitate the iPhone.61
10.4  Bonding and restrictions
Currently when buying an iPhone in the US or the UK consumers will be required to sign a contract 
of purchase with Apple, the network provider, and a number of the firms which provide companion 
software.62 This contract specifies among other things that the consumer is prohibited from doing 
any form of Reverse engineering of the product. that the consumer may not attempt to circumvent, 
or crack the activation process. And that Apple is allowed to monitor the use of the iPhone as long 
as personal data is protected. However these stipulations seem to be largely ignored. 
When the consumer buys the iPhone the product is essentially dead, it needs to be activated online 
in order for it to work, and in order to activate the product the consumer needs to pay for the first 
period  of  subscription.  As  activation  binds  the  consumer  to  a  two  year  subscription  with  the 
network  operator  many consumers  wish to  avoid  activation,  while  still  being  able  to  use  their 
iPhone.  This  has  created  a  vibrant  internet  community  of  crackers  and  hackers  devoted  to 
developing ways to circumvent the activation process. This community has so far been successful in 
breaking all the security means which Apple has introduced, indeed the first iPhone was cracked no 
later than two weeks after it was launched in the US by a Norwegian with the internet name of 
“DVD Jon”.63 
As Apple has a monetary interest in securing that consumers activate their iPhone, as they reported 
get around 18$ per month per iPhone from the network provider AT&T64,  and only a reported 2.35 
million out of 4 million sold iPhones in 2007 had been activated65. 
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Therefore Apple has been forced to spend resources on trying to develop new security measures. 
However the firm needs to pay coders salary, whereas hackers do so in their free time. Furthermore 
hackers  freely  spread  the  information  they  gather,  whereas  Apple  needs  to  keep  trade  secrets, 
therefore  the hackers  have not  only caused financial  losses  for  Apple Inc,  they may also have 
strengthened competitors and cloners by making information readily available. 
10.4.1 Bonding incentives
For the consumer to accept the bonding that comes with activation there has to be incentives. These 
incentives  are  among  others  the  ability  of  the  consumer  to  update  their  iPhone online  through 
Apple’s website, as well as receive automatic updates from the network provider. Furthermore in 
some cases the cracks don’t enable the consumer to use the iPhone as a phone, therefore activating 
provides the incentive of being able to use the product’s full potential. 
10.5  Sales and Markets
The iPhone currently sells in the US for a minimum of 399$ for the 8 GB version66, the iPhone can 
be bought at any Apple retail store, at an AT&T store in the US, or online. As I’ve previously stated 
sales were at 4 million units by the end of 2007. According to Glen Munster the iPhone is currently 
or  will  soon  be  sold  in  a  total  of  42  countries  with  a  total  market  of  575  million  potential 
consumers.67 Furthermore Apple is planning the launch of the new 3G version in August 2008.
The future plan for Apple include launching the iPhone into among others the Chinese and Indian 
market  in  2009.  According  to  Gene Munster  the  Chinese  market  in  particular  has  369 million 
potential customers, and he expects the iPhone to achieve sales of as much as 45 million units sold 
in 2009.68 
10.6  Supply chain
Although the iPhone was created by Apple in the US, none of the production takes place within the 
US; instead the iPhone’s supply chain revolves around one firm, the manufacturer and assembler 
Foxconn. The supply chain flow normally is that Foxconn receives the parts for the iPhone from 
individual part-suppliers mainly from Japan, Korea, and Taiwan, then assembles the iPhone and 
ships it to either Apple in the US, or directly to the retail stores69. Moreover, many of the parts that 
are used in the iPhone are actually invented by the Asian suppliers and then licensed by Apple.70
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It’s important to note that Foxconn is a Taiwanese firm with a literarily huge factory named Long 
Hua in Shenzhen, a southern city in China and very close to Hong Kong; and it also has the ability 
to manufacture some of the parts themselves, thus I believe it’s very risky for Apple to choose a 
supplier like Foxconn (I will deal with Foxconn and the Long Hua factory later in this chapter.)
10.7 Cloning of iPhone
Even before the launch of the iPhone in the US market, the iClone started to appear in China. These 
iClone were nothing more than cheap knock-offs in the beginning, however as time has gone by, 
the  quality  of  iClone  have  become  increasingly  sophisticated  to  the  extent  where  some  are 
reportedly even better than the iPhone. One of them which look like it may pose Apple serious 
trouble in China is the M8 (also called MiniOne) developed by Meizu.  This yet  to be released 
product reportedly has features which are better  than the iPhone.  Furthermore Meizu has taken 
serious steps to secure license deals with Chinese software developers so it may appeal more to the 
Chinese consumer than the iPhone.  I will deal with Meizu in greater  detail  a little later  in this 
chapter. 
10.8  Competition
Another problem for Apple is that it has positioned itself in a very competitive industry with the 
introduction of the iPhone. Consequently other large firms such as Nokia, Motorola, and Google 
have seen the success enjoyed by the iPhone, and are all currently developing legal “iPhone clones” 
which are set to release soon. 
11. Foxconn
11.1  Summary
Foxconn is Taiwan based and reportedly the biggest manufacturer of personal electronics in the 
world (the firm is as big as its 10 largest competitors combined). Foxconn currently employs up to 
270.000 employees at its Long Hua factory in Shenzhen, China. Around 13% of these employees 
work  on  producing  the  iPod,  iPhone  and  MacBook  Air71.  The  firm  has  grown  from  meager 
beginnings  of  producing  buttons  for  televisions  after  it  made  the  right  move  of  entering  the 
computer industry in the late 70’s,  it has bloomed with the recent economic development of China, 
and now counts among others Sony, Dell, Nokia, and Apple as its largest customers. The firm is 
71 Dean, Jason August 11, 2007 
completely owned by Taiwanese entrepreneur Terry Gou, and he reportedly runs the company and 
the Long Hua factory like his own little empire. 
11.2  Firm structure
As Owner and CEO of Foxconn has Terry Gou at the top, he reportedly works 16 hours a day and 
has an impeccable sense for detail. The Long Hua factory as well as other factories scattered around 
China, and some under development in India, all has their own CEO’s. In the Long Hua factory the 
name of the CEO is James Lee72, under him he has virtual army of managers, middle line managers 
and supervisors, who oversee a total workforce of approximately 270.000 employees. Besides that 
1000 security guards protect sensitive information, and guard the factory compound.
The factory operates 24 hours a day; employees are housed in dormitories, food is eaten in huge 
canteens,  and employees work an average of 60 hours a week with one guaranteed day off per 
week, at a minimum wage of 60 US cents per hour.73 
In 2006 Apple inspected the working environment  at  the Hon Hai  factory following some bad 
reports they found very few problems. However the report did find that up to 30% of the employees 
at Hon Hai weren’t having at least one day off per week. 74
11.3 Supply chain
One of the reasons why the Long Hua factory is so huge is that the owner Terry Gou has decided to 
manage  the  majority  of  his  transactions  under  the  hierarchy  form.  In  many  cases  the  factory 
purchases the raw materials and transforms them into finished products that can be sold directly to 
the end users. In this way the factory is actually quite similar to the Ford and GM factories in the 
US in the first half of the 20th century.
Concerning the Apple’s iPhone then Foxconn is as I’ve outlined earlier final assembler, but also 
manufactures some of the lower tech parts. 
11.4 Strategy
Foxconn and the Long Hua factory in particular are oriented towards achieving economies of scale, 
the factory has hundreds of thousands of employees working at minimum wage, and everything is 
done to achieve the optimal efficiency.  Therefore Foxconn is obviously using a cost leadership 
strategy.
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11.5 Goals
The firm’s goal seems to be to expand ever more. The firm is currently increasing the size of its 
Long Hua factory, as well as setting up factories in other parts of China as well as India. However 
I’ve seen nothing to indicate that Foxconn wishes to enter the high end PE retail market itself.
11.6 Transactions
Foxconn is currently involved in major transactions with among others PE retailers Dell, Nokia, 
Apple,  and SONY, in  most  of  these  cases  the Long Hua factory is  producing  the  firm’s  “star 
product” such as the Playstation 2 for SONY.75 It  therefore seems unlikely that Foxconn would 
jeopardize its relationship with these firms, by cloning or encouraging the cloning of the iPhone. On 
the other hand Foxconn is by far the world’s largest and most efficient PE manufacturer and the loss 
of even several of these clients probably wouldn’t endanger the firm. 
11.7  Resources
I  believe that  Foxconn’s key strengths are:  (1) Efficiency,  (2) size,  (3) cost  cutting ability,  (4) 
flexibility, and (5) experience. It is this combination that has given the firm the ability to become 
the cost leader and attract large clients from around the world. The firm has few weaknesses but the 
most severe are (1) a size that makes it unrealistic that it would be able to monitor employees and 
keep trade secrets, (2) a lack of brand awareness that would make it difficult for the firm the enter 
the retailer market. 
The firm’s Long Hua factory is located just outside Shenzhen in a huge walled-off complex the size 
of a small city.
12. Meizu
12.1 Summary
There are many cloners of the iPhone in China, but Meizu is one of the few cloners which may pose 
a serious threat to Apple. Meizu is a Hong Kong based firm that develops and sells mp3 players that 
uses technology very similar to that of Apple’s iPod. Therefore trying to develop and market an 
iPhone clone isn’t that  much of a reach for Meizu. Shortly after the iPhone was announced by 
Apple, Meizu announced that they were working on the Meizu M8, also called the MiniOne. Meizu 
75 Dean, Jason August 11, 2007 
released photos of the M8 which showed a product very similar to the iPhone. Since then Meizu has 
been developing and researching, and is set to release the M8 in the second quarter of 200876.
What makes Meizu such as serious threat is that the data released about the M8 so far indicates that 
the product  will  include  more  and better  features  than the iPhone,  and at  a  much lower price. 
Furthermore Meizu has announced that they are in the process of negotiating rights for the use of 
Tencent’s  instant  message  software  QQ77.  In  addition  to  that  it’s  the  fact  that  the  M8 will  be 
unbinding, that Meizu on its open forum Meizume.com has a large following of both Chinese and 
Foreigners,  that  Meizu  focuses  on  providing  quality  service  after  sale,  and  that  the  brand  is 
currently very well known among Chinese youths. 
For these reasons I believe that if Meizu is able to secure a deal with Tencent, and launch a product 
which  doesn’t  violate  Apple’s  IPR  according  to  Chinese  law,  then  Meizu  may  become  very 
successful enough to challenge Apple in China, and perhaps globally in the long run.
12.2 Firm structure
As keeping exactly what they’re working on and how they far in the process a secret can be vital to 
Meizu’s success they are a very secretive firm. According to my research no one has yet reported 
seeing a functioning M8 from Meizu, and who exactly and for how long they’ve been working on 
the product is unknown. What I do know is that Meizu has a CEO who is a figure somewhat like 
that of Steve Jobs of Apple, furthermore Meizu has a large R&D department, and has allegedly 
been working with representatives and consultants from among other firms Microsoft and Motorola. 
12.3 Current products
Meizu currently has a long line of MP3 players, it was reportedly forced to put the M8 on hold for 
several months due to a weakening position in the MP3 player market, which would indicate that 
Meizu was expending all of its creative resources on developing the M878. 
12.4 Location
Meizu is located in Hong Kong, and may therefore have had easy access to managers in Foxconn, 
given that corruption is a huge issue in China it wouldn’t be ludicrous to presume that a Foxconn 
manager may have given confidential information to Meizu. Besides that the location in Hong Kong 
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gives Meizu access to trade with a large number of foreign firms, as most large firms have an office 
in Hong Kong.
12.5 Market and sales
Meizu currently has a market share of the Chinese MP3 market; however I haven’t been able to find 
the exact proportions. Its Target group is young people,  and students who are crazy about new 
fashionable high tech PE. There are even some reports that Meizu has entered the US market.79
12.6  Resources
I believe that Meizu’s key strengths are: (1) innovativeness, (2) Reverse engineering, (3) Market 
presence in China, (4) Brand awareness in China, (5) reported contact with Tencent, and (6) their 
ability  to  keep  a  secret.  This  combines  to  give  Meizu  the  ability  to  be  competitive  in  China. 
However Meizu also has a number of key weaknesses, and first among them is: (1) that it may all 
be “smoke and mirrors” and they simply don’t have the product they say they have, (2) problems 
with keeping their  current market share in the MP3 player  market,  (3) lack of brand awareness 
outside China, expect for some circles.
Meizu therefore has to cope with these weaknesses to be successful. 
12.7  Chronological list of important events
See Appendix for a chronological list of important events relating to Apple and the iPhone within 
the last three years. I’ve used this list of events in the analysis, but due to page constraints I’ve had 
to leave it out of the actual report. I therefore strongly recommend reading the list before reading 
the analysis. 
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   Chapter 3 Theoretical framework 
I will now briefly outline Transaction cost economics, Agency theory, and four strategies by A.T. 
Kearney these will all be applied directly in the analysis, and I therefore won’t relate them to the 
case in this chapter. I will also introduce and discuss resource based view theory;  RBV will be 
related to the case as the theory is used less explicitly in the analysis.
13. Transaction cost economics (TCE) 
TCE80 deals  with the issue of choosing which form of  transaction  is  the most  beneficial  when 
considering opportunism and bounded rationality. Transaction is defined as the exchange of value 
that occurs when individuals, firms, or groups, engage in trade of goods or services. TCE identifies 
two  forms  of  governance  which  exist  as  alternatives  to  each  other  in  any  transaction.  These 
governance forms are market governance and hierarchy governance. Market governance is when 
the transaction occurs within the free market between two independent actors, hierarchy governance 
is when the transaction occurs within the organization and the actors are thus dependant on each 
other.  TCE’s  main  contribution  is  the  consideration  of  two aspects  which  are  fundamental  the 
transaction decision. These are bounded rationality, and opportunism.
Bounded rationality is the assumption that human beings are limited in their capacity to predict the 
future, hence human beings are limitedly rational, and is therefore unable to make perfect decisions, 
and foresee every possible event. Given the premise of bounded rationality all transactions must 
contain some element of uncertainty. The aim of the actor is therefore to reduce that uncertainty.
Opportunism is the assumption that given bounded rationality parties to a transaction are unable to 
bind each other to such an extent that uncertainty is eliminated, and that there is therefore some 
opportunity  in  any  transaction  for  one  party  to  attempt  to  exploit  the  other.  Utilizing  this 
opportunity is therefore referred to as opportunism.
The central assumption of TCE is therefore that the actor needs to choose the form of transaction 
governance  which  reduces  the  level  of  uncertainty  the  most,  and  thereby  reduces  bounded 
rationality and opportunism the most. Hence as the hierarchy from of governance reduces the level 
of  uncertainty  the  most,  by making  actors  dependant  on  each  other,  this  would  always  be  the 
governance form of choice given the central assumption. However as there is a certain level of cost 
associated with creating the hierarchy governance form, such as cost of facilities, human resources, 
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and raw materials, and market governance is characterized by lower such costs, the actor therefore 
needs to balance the level of bounded rationality, opportunism, and cost, and based on this make a 
transaction decision. 
Additionally  there  are  a  number  of  variables  which  may affect  the  actor’s  decision.  These  are 
frequency, asset specificity, and competition between organizational forms.
Frequency brings in a time perspective which isn’t considered by the previously outlined concepts, 
frequency deals with the rate at which the firm will engage in the same or very similar transactions, 
thus considering frequency a transaction may be better in market governance when considering a 
single transaction, but better in hierarchy when considering multiple transactions.
Asset specificity, which is also called transaction specific investment, deals with the issue of when 
actors need to make specific investments in order to complete an investment. The assumption is that 
the higher the degree to which the investment or asset’s value depends on the specific investment, 
the  higher  the  chance  that  the  other  party  may  behave  opportunistically.  Thus  actors  need  to 
consider their required level of asset specificity relative to that of the other party when making the 
transaction decision.
Finally there’s competition between organizational  forms, this refers to when a situation occurs 
where it would be equally beneficial for the actor to use the market and the hierarchy governance 
form.  The assumption  is  that  the actor  should in  this  case use both and then let  the forces  of 
competition decide which is the more beneficial in the long run.
14. Agency theory
Agency theory is about the relation between principal and agent, principal being the individual, firm 
or group giving work or authority to the agent, and the agent being the individual, employee, firm 
or group receiving work or authority from the principal. The central issue in Agency theory is that 
when the principal gives work or authority to the agent, the principal has no way of knowing in 
which way that authority is used, this may result in the agent acting opportunistically towards the 
principal.  Barney  identifies  two  main  forms  of  opportunistic  behavior  the  agent  may  employ. 
(Barney & Hesterly 200681) These are moral hazard and adverse selection. Moral hazard is when the 
agent takes actions which are not beneficial to the principal, adverse selection is when the agent 
neglects to inform the principal, or only partly informs the principal.
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As the agent may display opportunistic behavior, the principal needs to take steps to protect against 
opportunistic behavior, these steps can broadly be summarized as falling within the following two 
categories of monitoring vs. trust, as well as bonding and incentives vs. trust.
Monitoring is concerned with to which extent the principal should watch,  check, or control the 
actions of the agent. Monitoring can be done by for instance quality checks, earnings reporting, or 
direct supervision. The level of monitoring required usually depends on the level of trust that exists 
between principal and agent, given a high degree of trust there will be little monitoring, and vice 
versa.
Bonding and incentives is concerned with the extent to which the agent should be bound to fulfill 
task specified by the principal, this is usually done directly by means of written contracting, but can 
also take the form of vows and implied cultural norms. If the agent violates the bonding agreement, 
the principal can take action to punish or reprimand the agent. This usually takes the form of fines 
or loss of position, but can also be in the form of social ousting, and public discrediting. The extent 
to which the principal is required to bond the agent depends on the level of uncertainty as defined in 
TCE,  as  well  as  the  level  of  trust  between  agent  and  principal.  Another  aspect  of  bonding  is 
incentives, incentives are to encourage the agent to bind to an agreement, and can take the form of 
possible promotions, bonuses, salary bumps, and increase in transaction frequency or investment, 
given satisfactory performance.
Monitoring and bonding the agent are both costly processes for the principal, and the agent to some 
extent  has  to  share  bonding costs,  the  cost  of  bonding and monitoring  is  therefore  considered 
together  as  agency  costs.  Furthermore,  given  uncertainty  and  bounded  rationality,  neither 
monitoring nor bonding is ever likely to be 100% effective.  
Therefore the principal has to weigh the agency costs up against the possible losses incurred from 
moral hazards and opportunism, as well as the level of trust between agent and principal, and based 
on this make a decision of to which extent and by what means monitoring and bonding should be 
done.
Up until now I’ve only discussed agency theory from an owner to manager perspective, but agency 
theory applies to a wide variety of situations. For instance it applies when authority is delegated 
from employer  to employee,  from buyer  to seller,  from inventor  to manufacturer,  from firm to 
public official, from population to government, and from government to judges. 
14.1 Critique of TCE and AT
The main critiques of TCE are the focus on cost minimization, the understatement of organizing 
costs, ignoring the importance of social relations in transactions, and that the focus on avoiding 
opportunism can hurt transactions. I agree that social relations can be very important to transactions, 
and I find an understanding of the importance of trust lacking in the theory.
The main critiques of AT are: that it provides and unrealistic picture of the principal agent relation, 
that  it  fails  to  grasp  the  complexity  of  governance  forms,  and  that  it  is  primarily  from  the 
perspective of the principal or investor. I agree that AT may provide an unrealistic picture of the 
Principal Agent relations; I’ve therefore done extensive research to try to understand how Apple has 
related to Foxconn as Principal Agent. 
15. Resource based view (RBV)
In this chapter I will outline the Resource based view theory as presented by Robert m. Grant82, I 
have divided my presentation of the theory into three parts, in the first part titled resources and 
capabilities I will present the categories of resources and capabilities that the firm by possess. In the 
second part I will explain how these resources and capabilities may be used by the firm to gain 
competitive  advantage,  which  factors  are  important  in  sustaining  competitive  advantage,  and 
discuss the issue of appropriating returns to competitive advantage. In the third part I will explain 
how the resource based view may be applied to a specific firm to analyze the firm’s ability to gain 
competitive advantage. In explaining all these concepts I will attempt to relate them to my case. 
15.1 Resources and capabilities
Grant divides the resources of the firm into the following three categories: tangible, intangible, and 
human resources. These three categories of resources combined with the influence of time create 
organizational capabilities. 
According to Grant  Tangible resources are the touchable assets  that  the firm possesses, Grant 
divides  the  tangible  resources  into  financial  and  physical  resources.  Financial  resources are  a 
firm’s  ability  to  raise  capital,  generate  income,  undertake  investments,  and  create  debt.  Key 
indicators  of  a  firm’s  financial  resources  are  therefore  the  share  price,  the  revenue  and  profit 
generation, and the debt and equity ratio. My research would indicate that Apple Inc has between 
mediocre and good financial resources, Apple’s ability to raise capital due to its high share price is 
better than most, and the earnings of the firm in the markets which it operates is likewise high. 
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However the fact that Apple has been slow in expanding the iPhone into new markets, and the fact 
that  Apple  seeks  partners  in  selling  the  iPhone  by  negotiating  exclusive  rights  with  network 
providers would indicate that Apple has limited resources to undertake investments, additionally 
Apple Inc has only recently bounced back from a long slump and will therefore have limited capital 
savings. 
Physical resources are according to Grant the firms production facilities, and the size, location, and 
alternative uses for these, additionally physical resources also includes reserves of raw materials or 
products. My research would indicate that physical resources isn’t a relevant category for analyzing 
Apple Inc as they’ve outsourced the part manufacturing to a number a firms, and the final assembly 
and manufacturing to Foxconn. Hence it’s relevant to analyze Foxconn’s physical resources, which 
are impeccable.  Foxconn has huge production facilities  with their Long-Hua factory,  which has 
many alternative uses as demonstrated by the fact that the firm manufactures products for many 
other firms than Apple, furthermore the factory is currently expanding and many finished products 
are  created  directly  from raw  materials  at  the  plant.  Consequently  Foxconn  has  the  strongest 
physical resources of any firm in the industry. 
According to Grant intangible resources are the untouchable assets that the firm possesses, or the 
assets which don’t possess any immediate value by themselves. Grant divides intangible resources 
into technological resources and reputation.  Technological resources are intellectual property in 
the form of patents,  copyrights,  and trade secrets.  Additionally technological  resources includes 
resources  available  for  innovation,  these  include  research  facilities,  as  well  as  technical  and 
scientific employees.  According to my research Apple possesses strong technological resources, 
they  have  a  good  IP  portfolio  which  includes  cutting  edge  products  such  as  the  iPhone  and 
MacBook Air, but many of the parts used in these products are not developed by Apple but rather 
licensed to Apple by the inventor. Concerning research facilities then this is one of Apple’s key 
strengths, Apple employs an undisclosed number of researchers at their California research facility, 
and these are the people who’ve invented the iPod, iPhone, iMac, and so forth, and who continues 
to create some of the most innovative PE products.
Reputation  is  according  to  Grant  the  firm’s  reputation  with  customers  due  to  brands  and 
trademarks,  and  furthermore  the  firm’s  reputation  with  suppliers,  governments,  and  other 
stakeholders such as the community. My research would indicate that due to their history of quality 
products Apple Inc is likely to have a good reputation in some circles, however as the company has 
been largely invisible in the market, until very recently, consumers are likely only to know the firm 
based on products such as the iPod and MacBook. Apple Inc has used Foxconn as a supplier for 
some time, and although there were some issues relating to working environment which resulted in 
an investigation I believe that Apple has a good reputation with its supplier. Furthermore acts of 
generosity by CEO Steve Jobs such as giving free iPhones to every employee has likely increased 
the firm’s reputation with stakeholders.
Human resources  are according to Grant the productive capabilities which employees bring the 
firm, Grant divides human resources into three factors, and these are education, adaptability, and 
commitment.  Education relates to the skill level and qualifications of employees,  Adaptability 
relates to the ability of the firm to hire and fire employees, furthermore it relates to the social and 
collaborative skills of human resources and thereby the flexibility of the employees. Commitment 
relates to the loyalty, passion and trust of employees towards the firm, commitment determines the 
firm’s ability to handle stressful periods as well as down periods or even crises. 
In the case of Apple Inc I find that the firm has strong human resources as Apple’s employees are 
usually highly educated and adaptable, furthermore the employees who have been with Apple Inc in 
the long down period have proven that they are committed. Foxconn is likely to have a completely 
different  picture  as  the  majority  of  their  employees  are  lowly  educated,  inflexible,  and 
uncommitted.  However  Foxconn has  high  organizational  adaptability  as  they can  hire  and fire 
almost at will.
Organizational  capabilities are  according  to  Grant  the  capabilities  which the firm gains  by a 
combination of the three resource categories. However organizational capabilities also include a 
consideration of time as routines may develop, due to having the same set of resources over a longer 
duration.  Thus I would say that Apple Inc has dynamic capabilities,  meaning that the firm can 
adjust to change and innovate rapidly.  First of all  due to its resource combination that features 
strong financial, technological, reputation, and human resources; but also because the firm has been 
in the personal electronics industry since 1976, and has successfully adjusted to the rapid changes 
over the years. 
15.2 Competitive advantage
According to Grant successfully identifying  and utilizing  resources  and capabilities  can lead to 
gaining competitive advantage. However resources and capabilities don’t last forever and not all are 
relevant. Moreover every competitor also has as its ultimate goal to achieve competitive advantage, 
which may mean stealing from, copying, or cloning the successful firms. Therefore understanding 
how competitive advantage is established and sustained is necessary, furthermore the firm has to be 
aware of appropriating the returns to competitive advantage. 
15.2.1 Establishing competitive advantage
According  to  Grant  the  firm  has  to  be  aware  of  the  following  two  factors  when  establishing 
competitive  advantage:  scarcity,  and  relevance.  Scarcity  refers  to  how  rare  the  resources  or 
capabilities  are,  relevance refers  to  how  relevant  the  resources  are  for  gaining  competitive 
advantage. Thus Apple Inc’s capability to design aesthetic products may be important as it’s scarce 
and relevant for the consumer. On the other hand the high level of education of Apple’s researchers 
may be less important considering the general high level of education in China. 
15.2.2 Sustaining competitive advantage
In order to understand how likely the firm is to sustain competitive advantage, Grant lists three 
factors; these are the durability,  transferability, and replicability of the resources and capabilities 
which grant competitive advantage. Durability refers to how well competitive advantage will stand 
the test of time; Transferability refers to how likely the resource or capability is to be bought or 
stolen by a competitor;  Replicability refers to how easy it is for competitors to copy or clone the 
resource or capability. These three issues are very relevant when analyzing Apple Inc. assuming 
that  Apple’s  resources  and  capabilities,  such  as  their  iPhone  are  static  resources,  the  level  of 
innovation in the personal electronics industry would give Apple little durability in the long run. 
Concerning transferability then I don’t find it likely that Apple’s employees or the suppliers from 
which they are licensing the technology will leave Apple, this is in part due to the high commitment 
of Apple’s employees, and as Apple has reportedly been generous towards its employees by giving 
them all an iPhone. Concerning replicability then that’s the core issue of my project, it’s evident 
that Apple’s iPhone as a resource is replicable; therefore I find it unlikely that a static Apple will 
sustain competitive advantage for long, and least of all in China. 
15.2.3 Appropriating returns to competitive advantage
Grant points out that even though a firm has competitive advantage this doesn’t necessarily mean 
that  the  firm  profits,  therefore  Grant  warns  that  the  firm  should  ensure  that  resources  aren’t 
appropriating the returns to competitive advantage. hence Apple has to beware that it doesn’t spend 
so many resources innovating due to competition and replication that the firm doesn’t make a profit.
15.3 Applying resource based view theory
In order to apply resource based view theory Grant suggests three steps, these are step 1 identifying 
resources and capabilities, step 2 is appraising resources and capabilities, and step 3 is creating 
strategy based on the resources and capabilities.
15.3.1 Identifying
Identifying is quite straightforward; the firm needs to identify what its resources and capabilities are 
based on the categories outlined earlier.  Hence Apple’s resources and capabilities  are financial, 
technological, reputation, and human resources. 
15.3.2 Appraising
Appraising is the most important step in resource based view analysis, in this step the firm appraises 
the importance of certain  resources and capabilities  for achieving competitive advantage in  the 
industry,  and  thus  appraises  its  own  resources  and  capabilities  importance.  Secondly  the  firm 
appraises  the  relative  strength  of  its  resources  and  capabilities  to  those  of  competitors  in  the 
industry. Grant proposes that this is done by ranking the resources and capabilities on two scales of 
10, the first being their importance and the second being their relative strength, 1 being the lowest 
and  10 the  highest.  A resource  which  ranks  high  in  importance  and relative  strength  is  a  key 
strength, a resource which ranks high in importance but low in relative strength is a key weakness. 
Resources which rank low in importance are either superfluous strengths or irrelevant dependant on 
the score in relative strength.
Based on this system I have appraised the importance and relative strength of Apple’s resources and 
capabilities, I’ve transformed this into a table which can be found in Appendix C.
15.3.3 Creating strategy
Following an appraisal of the firms resources and capabilities Grant states that the firm should then 
orient  its  strategy towards exploiting  key strengths,  protecting  against  key weaknesses,  making 
superfluous strengths important, and cutting away irrelevant resources. Thus Apple needs to create 
a strategy which takes advantage of its innovative capabilities, but which protects it from doing 
large investments, and using physical resources. 
15.3.4 Critique
There are a number of critiques of RBV, such as the lack of market awareness, dynamic conditions, 
and lack of focus on external factors. However the most relevant critique in my case is the lack of 
focus on social capital such as trust and loyalty as a possible resource.  I find that this is relevant not 
only for internal firm relations, but also when dealing with transactions. In the case of Apple trust 
between Apple and Foxconn may reduce the likelihood of adverse contingent conditions affecting 
the final outcome. 
16. A.T Kearney’s four business strategies to protect IP
In the paper “Staying ahead of China’s counterfeiters”83 the consulting firm A.T Kearney outlines 
four business strategies that firms can employ to avoid or limit the consequences of counterfeiting 
and cloning in China. I find these strategies useful for gaining an understanding of which options 
Apple Inc has in defining their business strategy for entering China in 2009, and I will therefore 
outline the four strategy options as A.T Kearney presents them.
The four strategy options are Outpace imitation, Block imitation, Manage imitation, and Discourage 
imitation.
Figure 2: A.T. Kearney’s four strategies (source A.T. Kearney)
16.1  Outpace imitation
“The most intuitive way to counter IPR violations is to outpace imitation. In other words quickly  
introduce new products, improve existing products as often as possible and build brand image. This  
83 http://www.atkearney.com/main.taf?p=5,1,1,115,2 
A.T  Kerney  defines  the  two  main 
factors  influencing  which  strategy 
option the firm should employ as: 
(X) Consumer loyalty
(Y)  The  importance  of  IP  in 
securing revenue. 
The relation between the factors and 
the strategy options is shown in 
forces rapid evolution of customer markets reduces product lifecycles and interrupts competitors’  
ability to respond.” (A.T Kearney 2005: 18) 84 
The outpacing strategy is all about being innovative and dynamic, a firm that employs the outpacing 
strategy has to be able to introduce new products or features rapidly,  and has to stay ahead of 
competitors at all times. This would indicate that a firm seeking to use the outpacing strategy needs 
dynamic  and  innovative  resources  and  capabilities.  According  to  A.T  Kearney  the  outpacing 
strategy is best employed by firms with a low level of consumer loyalty in the Chinese market, and 
for whom IP plays a large part in securing revenue. Additionally A.T Kearney also presents the 
following example of how the outpacing strategy has been used in practice by global cell phone 
companies, to regain market share lost to Chinese domestic cell phone manufacturers. 
“To  recapture  market  share  lost  in  2003,  the  global  companies  used  their  stronger  product  
development  capabilities  to  add accessories  such  as  cameras  to  their  core handsets.  By 2004, 
domestic cell phone manufactures saw their market share tumble from 50 percent to 38 percent.” 
(A.T Kearney 2005: 18)85
This example shows the core principle of the outpacing strategy. Creating demand for a product 
which previously didn’t exist by innovating and introducing new features rapidly, the idea is then 
that the copier, cloner or competitor will then still be struggling to introduce a product with the 
firms latest feature when the firm introduces a new one. In my analysis I will argue why I believe 
the outpacing strategy is the best strategy for entering China in 2009, but in order to qualify my 
argument I will compare it with the other strategy options.
16.2 Manage imitation
According to A.T. Kearney another option for the firm is to somehow cooperate with the copier or 
cloner. This is done by offering the firm a joint venture, license, or even selling some of the IP to 
the firm. This can give the firm the advantage of being able to ensure quality and brand protection, 
gain insight into the Chinese market, and use the copier to compete against other copiers. I believe 
that this strategy may work under some circumstances. 
However  as  I  outlined  in  the  context,  there  are  many  cases  of  Chinese  firms  acting 
opportunistically, in part due to principal-agent issues. And in addition to that, the profit margins 
may be higher in the copy industry than what the firms is preparing to offer, giving the copier little 
84 http://www.atkearney.com/main.taf?p=5,1,1,115,2 page 18 
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incentive  to  cooperate.   As  illustrated  in  A.T Kearney’s  figure  managing  imitation  is  the  best 
strategy to employ when both consumer loyalty and importance of IP is low.
16.3 Block imitation
According to A.T. Kearney another option for the firm is to block imitation. Blocking imitation is 
done by securing the firm’s supply chain and keeping IP out of the hands of potential copiers or 
cloners.  This  can be done by manufacturing  or assembling  outside China,  never  letting  critical 
software or IP remain unmonitored, and keeping trade secrets. Furthermore blocking imitation can 
be followed up by monitoring counterfeiter, and taking legal action against copiers and cloners. As 
illustrated  in  the  figure  blocking  is  the  best  strategy  option  when  both  consumer  loyalty  and 
importance of IP are high. On the surface this may appear to be a viable strategy option for Apple 
Inc, however due to issues with Apple’s supply chain and Chinese IP law enforcement I believe this 
isn’t the right option, I will further explain the arguments for that choice in the analysis.
16.4  Discourage imitation
According to A.T. Kearney the last option is to discourage imitation. Discouraging can be done by a 
number of means,  these are:  (1) taking aggressive legal action against  copiers, (2) securing the 
supply chain, by monitoring and tracking products, (3) taking action against buyers in China and in 
western countries, as the consumer is therefore forced to become more aware of whether or not the 
product  is  a  copy,  and  (4)  bundle products  together  or  offer  greater  levels  of  service  than the 
copiers. According to the figure the best situation for employing the strategy is when there is high 
consumer  loyalty,  and  low  importance  of  IP.  I  believe  that  employing  this  strategy  can  be 
problematic, taking harsh action against end users may discourage the consumer from buying the 
product altogether, taking legal action by using the Chinese legal system may be a lengthy and 
costly process with very little results, and finally good imitations may result in the firm providing 
service to consumers with imitation products, and thereby expending even more resources. 
According to  the authors  the firm should always  pursue legal  action  regardless  of  the strategy 
employed.
Chapter 4 Analysis 
17.  Case study 
In this chapter I will first present the core issue or unit of analysis, namely the decision by Apple 
Inc to bring their iPhone product into the Chinese market in 2009, following that I will outline why 
I’ve chosen to analyze this issue by breaking the analysis down into answering the four research 
questions.  In  answering  these  four  questions  I  will  utilize  the  knowledge  gained  from  the 
description of context as well as the theories presented. Based on the answers found to the four 
questions I will attempt to answer the report’s problem formulation.
17.1 Core issue
Apple Inc has announced that they will launch their iPhone into the Chinese market sometime in 
2009, when they do go into the Chinese market they will have access to approximately 370 million 
potential customers86, this will nearly double the potential market of the iPhone. Conquering the 
Chinese market could therefore propel Apple Inc permanently out of the position as innovative but 
insignificant  firm,  and  into  the  so-called  “big  leagues”  of  the  true  industry  giants.  Given  the 
performance of the iPhone in the US and European market, and given the fact that at least 400.000 
Chinese consumers have currently bought an overpriced smuggled in iPhone, things would appear 
to look good. 
But the Chinese market isn’t like any other market in the world, the level of IP infringement is 
extremely high in many industries, and the line between what is legal competing and what is illegal 
cloning  is  blurry at  best.  There  are  currently hundreds of firms  producing so-called  iClones  in 
China, many of these are just cheap knock-offs (e.g. the HiPhone And SciPhone)but some of these 
firms  are  actually  developing  a  product  on the  same  or  on a  higher  level  than  the  iPhone,  an 
example of one of these firms is Meizu.
Before I start analyzing how Apple can deal with this issue I will first analyze how likely it is that 
Apple  actually  will  enter  the  Chinese  market,  and  when.  That  is  therefore  my  first  research 
question.
So to achieve success in the Chinese market Apple Inc will need to somehow deal with these issues. 
Assuming that Apple Inc is boundedly rational, the firm will develop a unique strategy for entering 
and staying in the Chinese market. I won’t attempt to predict what the specific strategy may be. 
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Instead I will look at A.T. Kearney’s four general strategy options for dealing with the Chinese 
market, I will compare these strategy options with the context of cloning in China, Apple the firm, 
and the iPhone product. Based on this I will conclude which strategy option I believe to be most 
viable, for a boundedly rational Apple Inc, to employ when entering the Chinese market. That is 
how I plan to answer the second research question.
I will then assume that this is the strategy employed. Based on this assumption I will analyze Apple 
Inc’s  ability  to  deal  with  copiers,  over-cloners,  innovative-cloners,  and  real  competitors.  I  will 
analyze  this by doing a comparative resource based view evaluation,  assuming influence by no 
other factors except for the passage of time. This analysis will show the theoretical ability of Apple 
Inc to succeed in the Chinese market, and that is how I plan to answer the third research question.
I will then challenge Apple’s theoretical ability by identifying and analyzing problems which may 
arise when implementing the strategy. These problems either relate to the current practices of Apple 
Inc, uncertainty, or the context of cloning. To analyze the impact that these problems may have I 
will use the theoretical framework established, combined with the context outlined. That will be 
how I plan to answer the fourth research question.
Based on my answer to these four research questions I will conclude on what the likely outcome of 
Apple Inc’s iPhone entering the Chinese market in 2009 may be, in chapter 4 Conclusion.
17.2 Question 1:
 How likely is it that Apple will bring the iPhone to the Chinese market in 2009?
Since I’m making a prediction concerning the future I cannot be certain that Apple will bring the 
iPhone  into  the  Chinese  market  in  2009,  I  will  therefore  analyze  the  likelihood  of  that  event 
happening by comparing it to four alternatives. These are entry to the market in 2008, entry to the 
market in 2010, entry sometime later than 2010, and staying out of the Chinese market.
17.2.1 Entry in 2008
Entering the Chinese market will require a large capital investment regardless of when the entry to 
the market takes place, Apple has or will expanded into a total of 42 markets in 2008, given that the 
firm has relatively low savings, is currently planning the release of the 3G model in august, and 
already has to do large investments in establishing a presence in these new markets I find it unlikely 
that Apple will stretch their resources even further by also taking on the Chinese market in 2008. 
17.2.2 Entry in 2009
The firm’s stated goal is to expand into the Chinese market in 2009, thus the firm has oriented its 
strategy towards an entry at that point in time. I expect that Apple will focus on entering China and 
India in 2009; these large investments should be fueled by an increase in sales in the latter half of 
2008 due to the introduction  of the 3G model  and entry into additional  markets.  However  the 
decision may be delayed until 2010 if the iPhone does poorly in the new markets. Bearing that in 
mind I believe that entry in 2009 is the most likely strategy.
17.2.3 Entry in 2010
If Apple for some reason decides to wait until 2010 I believe that the iPhone will face very strong 
competition in China, by that time current cloners and future competitors will have been able to 
establish themselves in the market. For instance it’s likely that Google or Nokia will release their 
“iClones” globally rather than slowly expand as Apple has done. Furthermore Chinese domestic 
firms will have had the time and opportunity to establish their brand and product in the market, and 
Apple would likely need to fight an uphill battle to claim a market share. 
17.2.4 Entry later than 2010
I believe that after 2010 the window of opportunity has closed, by that time the PE industry will 
likely have developed too much for the iPhone to make a large impact. Unless Apple fundamentally 
innovate their product at the time of entry I don’t believe the firm would have any success with the 
iPhone later than 2010.
17.2.5 Staying out 
The  Chinese  economy  has  developed  at  record  pace,  and  it  looks  like  that  development  will 
continue for many years to come, thus the Chinese consumers are likely to have as high purchasing 
power as most western consumers within a matter of years, maybe a decade. Any multinational PE 
firm that openly declares that it will stay completely out of the Chinese market will quickly have its 
management dismissed by angry shareholders.
Based on this I believe that Apple will most likely enter the Chinese market in 2009.
17.3  Question 2: 
What is the most viable A.T. Kearney strategy for Apple Inc to use when entering the Chinese 
market?
I’ve  previously  outlined  four  strategies  from  A.T  Kearney;  these  were  outpacing,  blocking, 
managing  and  discouraging  imitation.  I  believe  that  the  outpacing  strategy  is  the  most  viable 
strategy for Apple Inc, I will explain why later, but first I will explain why I don’t believe any of 
the other strategies are viable.
17.3.1 Blocking imitation
Blocking is an unviable strategy option for two main reasons, first the final assembly facilities are 
in China, and second the Chinese legal system is ineffective. Concerning assembly then the fact that 
the final product assembled by Foxconn is very problematic, due to the size of the factory and the 
sheer  number  of  employees  the  agency  costs  of  sufficiently  monitoring  the  entire  production 
process would be too high. Secondly enforcement of IP law is too relaxed in China for Apple to be 
able to pursue legal action against copiers and cloners in an effective way, the cloning paradoxes 
described  earlier  would become evident  as  law enforcement  is  forced to  choose  between local 
interests and obeying the law. 
17.3.2 Discourage imitation
As I stated concerning blocking imitation,  pursuing legal action against  Chinese cloners simply 
isn’t  effective.  Additionally,  regarding  cracking  down  on  end  users  abroad,  and  tracking  the 
product, Apple already has these options, as the contract of purchase consumers sign states that 
circumventing  the  iPhone’s  activation  process  is  illegal,  that  reverse engineering  the  iPhone is 
illegal, and that Apple has the right to monitor the use of any iPhone. But Apple has yet to use any 
of these options, and would likely encounter large consumer dissatisfaction if they did, as there are 
few incentives for the consumer to accept this binding. Concerning the bundling of products and the 
level of service then Apple already offers this, however the relatively low level of phones that are 
legally activated shows that not all consumers demand extra products or service.
17.3.3 Managing imitation
Apple would have everything to lose and nothing to gain by attempting to cooperate with cloners. 
The key advantage that  Apple has over the cloners is information and knowledge,  if  they start 
sharing that with the cloners they might create a strong competitor. In any event a cloner is likely to 
display opportunistic behavior if Apple seeks to cooperate, setting up a joint venture for instance 
may result in the cloner running a ghost shift. Furthermore it’s unlikely that the cloner would wish 
to be become an agent, as this would require monitoring and binding by the principal, and there are 
little incentives for the agent to engage in these activities, as profit margins would be lower.
17.3.4 Outpace imitation
I believe outpacing imitation would be the correct strategy for Apple to employ. This is due to the 
following factors: (1) Apple’s resources and capabilities are oriented towards being innovative and 
dealing with rapid change, the firm has developed the organizational capabilities to do so over the 
last 30 years. (2) The personal electronics industry is a dynamic industry in which products and 
models are outdated fast, it will therefore be in Apple’s general interest to innovate and improve the 
iPhone,  as  the  product  has  low durability  as  it  is.  (3)  In  China  the  line  between  cloning  and 
competing is very blurry, and as I concluded in my context Chinese cloners should therefore be 
considered competitors, given this high level of competition and imitation, it becomes increasingly 
important for Apple to differentiate their product. (4) Many Chinese cloners are experts at reverse 
engineering  and,  as  I  illustrated  with the  cell  phone example  in  the context,  even complicated 
products can be cloned very quickly, this means that the iPhone is likely to be replicated. 
Based on these reasons I believe that the only way Apple can sustain competitive advantage is by 
using an outpacing strategy, which would mean constantly innovating and improving the iPhone. 
This brings me to the second research question. 
17.4  Question 3: 
How can this strategy enable Apple Inc to deal with copiers, cloners, and competitors in 
China?
To  answer  how  the  outpacing  strategy  can  enable  Apple  to  deal  with  copiers,  cloners,  and 
competitors in China I’ve divided the question into four scenarios, these are: Apple vs. copiers, 
Apple vs. over-cloners, Apple vs. innovative cloners, and Apple vs. competitors. I’ve made this 
distinction  because  each  of  Apple’s  four  opponents  has  different  products,  resources  and 
capabilities,  and  strategies.  Furthermore  I’ve  divided  cloners  into  over-cloners  and  innovative 
cloners; this is based on my discussion of the difference between copiers, cloners, and competitors 
in part 1 of context in chapter 2. To analyze  each scenario I’ll  use the resource based view as 
outlined in the theoretical framework, as well as the data from the context. 
17.4.1 Apple vs. copiers
As I’ve explained earlier  copiers are mainly counterfeiters  and brand imitators,  this group isn’t 
likely to pose a serious threat to Apple, other than damaging Apple’s reputation if consumers think 
they’re buying a genuine Apple product, however, I believe that most consumers are likely to be 
aware that they are buying a fake as the price is usually relatively low. Copiers are likely to be the 
firms with the worst  set of resources and capabilities,  and they especially have relatively weak 
financial, and technological resources, and dynamic capabilities. As a result copiers are likely to be 
the firms that are easiest to deal with by using the outpacing strategy, as very few copiers will have 
the resources necessary for continually updating their knockoffs to “look the part”. However what 
copiers lack in resources they make up in sheer numbers, when a number of copiers are forced out 
of the market because of outpacing it only leaves room for new firms to try their luck, so copiers are 
likely to be a constant but never quite serious problem for Apple,  unless Apple develops good 
relations with law enforcement. It should also be noted that since the knockoffs only need to “look 
the part”, the copiers may also be able to catch up faster than any of the other groups. 
17.4.2 Apple vs. over-cloners
Given that the over cloners are firms which have the technical abilities to make a product very 
similar to the iPhone and of high quality; the over-cloners are going to be harder for Apple to deal 
with  than  the  copiers.  This  is  because the over-cloners  are  likely to  have higher  technological 
resources in the form of scientific employees, and the research facilities needed to reverse engineer 
the iPhone. However since the over-cloners are making almost exact copies of Apple’s design and 
product it will be harder for them to innovate and improve the product. The reason for this may be 
that  the  over-cloners  have  the  know-how  but  not  the  know-why  of  the  iPhone.  This  is  what 
differentiates them from the innovative-cloners. Furthermore since the over-cloned product will be 
very similar to the iPhone, changes by Apple in the design or features of the iPhone will be obvious 
to the consumer. Based on this I would say that outpacing is a viable strategy for dealing with over-
cloners. 
17.4.3 Apple vs. Innovative-cloners
Dealing with innovative cloners may be more of a challenge; I believe that the extent to which 
Apple will be able to outpace the innovative cloner depends on how close that cloner is to being a 
true competitor. Most innovative-cloners will have strong technological resources in the form of 
research facilities and scientific employees for reverse engineering the iPhone; in addition to that 
the innovative cloner  will  probably employ a  number of researchers  to attempt  to redesign the 
iPhone. Depending on the success of the cloner’s product, as well as the cloner’s network, I believe 
that the cloner will have relatively weak to mediocre financial resources. Therefore I would say that 
the innovative cloner may have the ability to keep up with the speed of Apple’s development of the 
iPhone for a limited period of time, constantly reacting to changes in the iPhone will force the 
innovative cloner to fund reverse engineering rather than market existing products, and in the long 
run the  innovative  cloner  may be driven  out  of  the  industry due to  lack  of  funds.  One of  the 
potentially more dangerous examples of an innovative cloner is Meizu, I believe that due to Meizu’s 
existing source of revenue in their MP3 player market, combined with the fact that their product has 
been under development  for a very long time,  has given Meizu the technological  and financial 
resources to keep up with Apple longer than most firms would, furthermore if Meizu is successful 
in securing a deal with Tencent, the firm may offer a package which is more appealing to Chinese 
consumers than the iPhone. However it remains to be seen whether or not Meizu really has the 
innovative product the firm claims it has. (Meizu has also developed good reputation globally over 
these years)
17.4.4 Apple vs. Competitors
The largest threat to Apple’s success in the Chinese market comes from competitors; these may 
either be domestic or other foreign firms present in China, although there seems to be no current 
Chinese  competitors  that  situation  may  change  as  time  passes.  Given  that  Apple  finds  a  true 
competitor in China the firm will need to spend a considerable amount of funds on trying outpacing 
the competitor. The result may be a so-called “war of attrition” where the firms attempt to slowly 
wear  down the  others  financial  resources  and ability  to  think  creatively,  which  will  come out 
victorious in the end depends on the relative strength of the firms. I believe that Apple will come 
out the winner if  it  meets competition from a new Chinese firm, this would be due to Apple’s 
dynamic capabilities derived from intangible and human resources, as well as its experience. But on 
the other hand if the strongest competitor turns out to be Google’s planned phone then I believe 
Apple may be in  serious trouble,  Apple is  relatively stronger than Google concerning dynamic 
capabilities, but Google has immense financial resources and therefore has a very large “war chest”. 
Apple may find itself in a situation where its competitor is spending so much on innovation that the 
firm has to go back to its focus strategy,  and be satisfied with only selling to a select group of 
Chinese, while its competitor steals the rest of the market. 
Thus I believe that Apple will be able to outpace all but the very largest firms in the Chinese market 
with development on its iPhone product. However I’ve painted quite an idyllic picture, there are a 
number of problems and issues with Apple’s current business practices which may limit the extent 
to which it can outpace copiers, cloners, and competitors. Hence I will go on to my third research 
question.
17.5   Question 4: 
What possible problems or issues with Apple Inc’s current business practices may limit 
Apple’s ability to outpace copiers, cloners, and competitors in China?
To answer this question I will view the context outlined earlier from the perspective of the theories 
outlined  in  the  report.  I  will  therefore  discuss  possible  principal  agent  problems,  possible 
transaction cost problems, and possible resource based view problems. It’s possible that some of the 
problems may include aspects of more than one category, if this is so I will reflect on that.  I will 
attempt to make objective judgment relating to the likelihood or possibility of problems arising, and 
the impact these problems would have on Apple’s ability to outpace. 
17.5.1 Principal agent problems
If  Apple wishes to be successful with an outpacing strategy the firm has to make sure that  its 
competitors  has  as  little  as  possible  time  to  react  to  innovations.  Therefore  preventing  adverse 
selection and moral hazards becomes critical to the success of the firm. In doing so the firm will 
need to ensure that those handling IP are monitored or bound, otherwise principal agent problems 
may arise. I have divided the factors which may cause principal agent problems in Apple’s case into 
the  following  four  categories.  Apple’s  internal  conditions,  Apple’s  supply  chain,  Apple’s 
consumers, and Ad Hoc.
17.5.1.1 Apple’s internal conditions
I believe that this is the factor which may cause the largest damage if agency problems arise. If 
there is a leak of IP, sabotage, or cloning within the Apple organization, and particularly in the 
research  department,  it  may  be  fatal  to  the  firm.  If  competitors  or  cloners  gain  access  to  the 
knowledge behind Apple’s latest projects or innovations, it will be nearly impossible for Apple to 
outpace them; furthermore the cloners and competitors may combine the knowledge with their own 
projects and outpace Apple. That’s the worst case scenario, it’s only likely to occur if employees 
with critical knowledge are the problematic agents, but any agency problem within Apple may have 
some effect on the firm’s ability to outpace.  According to my research Apple has taken steps to 
offset these problems, nearly all of Apple’s employees are forbidden to disclose information to any 
outside parties, this is probably done by having the employee sign a secrecy clause. Furthermore 
Apple actively monitors chat rooms, internet pages, and other media to investigate if employees are 
leaking, as I’ve previously mentioned with the lawsuits against two internet sites to force them to 
reveal their sources. Furthermore it’s my impression that Apple takes swift action against anyone 
who is discovered leaking,  and provides strong incentives for employees  to stay loyal.  Hence I 
believe it’s unlikely that Apple’s internal conditions will produce agency problems unless Apple 
relaxes it’s monitoring. 
17.5.1.2 Apple’s supply chain
I believe that the second most critical source of possible agency problems is within Apple’s supply 
chain. Agency problems may arise with the individual part suppliers, and with the final assembly. 
Concerning  the individual  part  suppliers,  then I  have little  or no knowledge about  the specific 
conditions within each factory, this is a conscious decision as I consider the agency problems which 
may arise at that stage minimal. Even though an employee or even the factory itself may be leaking 
the technology it  will  be taken out  of context,  it’s  of limited  usefulness to  understand how an 
individual part works if the rest of the devise remains a mystery.  However I could be wrong, it 
could be the case that all critical IP is created by one or a few part suppliers.
Concerning the final assembly of the product then I consider this the second most vital IP area, at 
final  assembly all  parts and programs will  be present,  and furthermore the exact manufacturing 
procedure will be evident to anyone who understands what to look for, thus monitoring and bonding 
anyone who comes into contact with the product is critical at this stage. Apple has outsourced its 
manufacturing  to  Foxconn’s  Long  Hua  factory  in  Shenzhen  China,  from  an  agency  theory 
perspective I think this is one of the worst possible decisions Apple could have made if they wish to 
protect their IP. As I previously outlined the factory has around 270.000 employees, hires up to 
3.000 new employees per day in peak periods, and has a total of 1.000 security guards. Given that 
the factory supplies not only Apple but also SONY, Dell, Nokia and a number of other big firms, it 
would  be  naive  to  imagine  that  1.000  security  guards  can  fully  monitor  270.000  employees. 
Furthermore given the measly salaries that most employees at Chinese factories receive it probably 
wouldn’t be too hard to persuade a guard to look the other way. Additionally the high recruitment 
rate would indicate that the firm doesn’t spend much time interviewing, profiling, or checking out 
potential employees, and any secrecy stipulations in the contract aren’t likely to be obeyed. Thus 
either influencing employees  to allow access to IP, or infiltrating the factory with a number of 
reverse engineers,  would be relatively easy for most  cloners  or competitors.  Additionally since 
there’s such a large number of managers, and given that corruption is widespread in China, it’s also 
possible that a manager may perform moral hazards by selling critical IP or adverse selection by
understating the number of iPhones produced, and selling the surplus on the black market. Finally 
location may also be a factor as the factory is located in Shenzhen which is one of the centers of 
China’s economic development, and home to a large number of high tech PE firms. 
All of these agency problems may give cloners or competitors the knowledge of what new features 
innovations  Apple wishes to introduce,  in the worst  case they’ll  get  the knowledge as soon as 
Foxconn is given the knowledge. If this happens the cloner or competitor will be able to react to 
product innovations, and will therefore be able to keep up with Apple or only lag behind a little.
I believe that agency problems are unlikely to be caused by Apple’s part suppliers, but I believe that 
agency problems are very likely to be caused by Apple’s assembler, and that these agency problems 
may severely limit Apple’s ability to outpace.
17.5.1.3 Apple’s consumers
I see Apple’s consumers as a potentially influential contingent factor. The agency problem with 
Apple’s iPhone consumers is that Apple has bound the consumer to a contract which states that the 
consumer needs to accept a 2 year  subscription with a fixed network provider. However Apple 
provided  little  incentive  for  the  consumer  to  accept  this  binding  and  that  has  resulted  in 
approximately only 2 out of 4 million iPhones sold in 2007 to be activated. The remainder of these 
iPhones either being cracked, or kept in stock by retailers. As I previously mentioned China Mobile 
claims  to  have  400.000 iPhones  on  their  network,  which  would  mean  at  least  that  number  of 
iPhones were cracked. The cracking of the iPhones is an agency problem because the crackers have 
an incentive to share the knowledge of how the iPhone was cracked; this is primarily done on the 
internet as crackers wish to remain anonymous. By freely sharing the knowledge of how the iPhone 
was cracked the crackers may unintentionally give the cloners and competitors the knowledge they 
need to reverse engineer the iPhone. Thus the fact that all US and some European consumers are 
bound by Apple may affect the extent of cloning in China, and give the cloners the ability to adapt 
to product changes faster. However as cracking comes as a reaction to new security measures and 
features, cracking will only enable cloners to react faster. Hence I believe that consumer bonding, 
and consequent cracking of the iPhone may create some agency problems for Apple. 
17.5.1.4 Ad hoc
Apple’s  iPhone  business  model  is  based  on  securing  revenue  from  the  before  mentioned 
subscriptions, but Apple is having problems with this business model concerning the legality of 
bonding the consumer.  As I’ve stated  Apple has  had court  rulings  against  them in France and 
Germany,  both  of  which  prevents  Apple  from binding  the  consumer  to  an  exclusive  network 
provider in those countries. According to the New York Times on April 24th 2008 there now seems 
to be indications that Apple may abandon the bonding business model altogether, abandoning this 
model  when  entering  China  may  severely  limit  Apple’s  profitability,  the  issue  is  further 
complicated by the fact that cracking the iPhone seems to be legal in China, and that China Mobile 
currently has no problems with allowing iPhones to operate on their network without paying Apple. 
Therefore the potential inability to bind the consumer may limit Apple’s success in China, as the 
consumer would therefore be more liable to switch when a better  product comes along. Thus I 
would say that this is an important contingent factor. 
17.5.2 Transaction cost problems
There are a number of problems with opportunism, bounded rationality, and uncertainty which may 
arise when Apple enters the Chinese market in 2009. I will describe the problems that I see as the 
most relevant under each of those categories.
17.5.2.1 Opportunism
Concerning  opportunism  I  find  that  there  are  important  issues  to  address  concerning  Apple’s 
assembler Foxconn, and Apple’s part-suppliers. Besides that there may be some problems with the 
bonding business model.
Regarding Foxconn, I believe it’s possible but unlikely that Foxconn will behave opportunistically 
towards  Apple.  By choosing  to  organize  the  whole  of  the  manufacturing  transaction  under  the 
market form of governance Apple has handed Foxconn the manufacturer all of the IP necessary to 
produce the product themselves. Considering that IP law is largely ineffective in China, as well as 
the physical resources and reputation of Foxconn, many of the binds that Apple may have imposed 
would in reality be ineffective if Foxconn chose to create their own brand of iClones. However I 
believe that Foxconn has undertaken a large amount of transaction specific investments to build its 
reputation with and clientele of western PE firms. Thus I find it unlikely that Foxconn would risk 
losing its Nokia, SONY, Dell and so forth order for the sake of producing an iClone, especially 
considering that the firm is doing very well as it is.
Concerning Apple’s part-suppliers then I believe there is a risk of opportunism, as Apple doesn’t 
own the intellectual property of many of the parts it’s using, many of the products are actually 
licensed  to  Apple by the inventors.  Given that  Apple has undertaken large transaction  specific 
investments  in  developing  their  product  around  licensed  parts  (e.g  the  touch  screen)  the 
manufacturer of for instance the touch screen might act opportunistically if other potential buyers 
come  along  (e.g  the  cloners).  Thus  the  part-suppliers  might  raise  the  price  of  licensing  their 
products, and thereby appropriate some of the returns on competitive advantage. 
The bonding business model may encourage opportunistic behavior by the network provider; this 
can  be  oriented  both  towards  Apple  and towards  the  consumer.  Towards  Apple  the  exclusive 
network provider may take advantage of the fact that Apple doesn’t have access to data concerning 
the exact number of subscribers, only the number of sold units. Thus the network provider may 
exaggerate the level of cracking. Secondly the network provider may take advantage of the fact that 
the  consumer  is  bound  to  a  two  year  subscription  to  lower  the  level  of  service  and  network 
coverage.  Thus creating  dissatisfied consumers  and as an effect  reduce the overall  sales of the 
iPhone. I find that the first scenario is possible, especially considering the numbers of 2.3 million 
activated phones out of 4 million sold in 2007. I find the second scenario unlikely as the network 
provider also has an incentive to increase the number of subscribers. 
17.5.2.2 Bounded rationality
I  believe  that  bounded rationality is  a relevant  contingent  factor  concerning the security of the 
iPhone, the level of smuggling, as well as reverse engineering and Chinese IP law.
About the security of the iPhone, I believe it’s important to know that it’s nearly impossible for 
Apple to estimate the skill level and speed of the cloners; therefore it will also be impossible for 
Apple to create an iPhone which is impervious to cracking and reverse engineering. This is clearly 
shown by the fact that the first iPhone was cracked with weeks of release.
A second consideration is that I don’t believe Apple had predicted the high level of demand for the 
iPhone in China, and the subsequent high level of smuggling. Apple has undertaken measures to 
limit the smuggling problem later; however the claim by China Mobile that there are more than 
400.000  iPhones  on  their  network  means  that  getting  access  to  an  original  iPhone  to  reverse 
engineer isn’t difficult for would-be cloners.
The third consideration is that it’s very difficult to predict to which extent it will be possible to 
prevent reverse engineering and copying by legal means, therefore Apple may need to spend an 
unpredicted  high  amount  of  resources  dealing  with  particularly  aggressive  cloners,  or  expend 
energy trying to prevent phone unlocking with little result.
I  believe that these contingent  factors may to some extent  limit  Apple’s ability to outpace,  the 
smuggling and security issues combined may have given some would-be cloners ample time to 
develop the “know-why” needed to innovate.  
17.5.2.3 Uncertainty
Then of course there’s always uncertainty, for obvious reasons I can’t predict what the uncertain 
effect may be. However I find it possible that a new and better product may come along, or perhaps 
consumer  habits  change  or  perhaps  political  crisis  makes  foreign  products  unwanted  in  China. 
There are an infinite number of things that may affect Apple’s ability to outpace to some extent; 
however I believe that these random circumstances are unlikely to have a large direct effect. 
17.5.3 Resource based problems 
In my resource based view analysis in the previous chapter I didn’t account for how uncertainty 
may affect ability to outpace, furthermore there is the issue of the replicability, transferability, and 
durability of Apple’s resources.
By uncertainty I mean uncertainty relating to the exact resources and capabilities of competitors, 
cloners and copiers. Again it’s impossible to predict what these resources may be. However one 
major point is the issue of domestic firms having a greater advantage by being favored by domestic 
software developers, as I’ve previously stated Meizu has been talking with Tencent about licensing 
the QQ instant messaging program for their product, and I believe that,  if  Meizu do manage to 
secure the license, it will be very hard for Apple to outpace them.
Concerning sustaining competitive advantage then the extent of cloning as well as the access to IP 
are  major  factors,  therefore  I  believe  the  ability  of  Apple  to  sustain  competitive  advantage  is 
dependent upon the factors outlined in this question, as well as uncertainty and the passage of time. 
17.6  Summary
In my analysis I’ve found that Apple will most likely enter the Chinese market in 2009. And when 
they do enter the market, the most viable strategy to employ for dealing with copiers, cloners, and 
competitors will be the outpacing strategy. By doing a resource based view analysis I’ve found that 
Apple should be able to outpace most copiers, cloners, and competitors, perhaps with the exception 
of  large  domestic  or  western  competitors.  However  I’ve  also  found  that  there  are  a  number 
dependent  variables relating to agency problems,  transaction cost  problems, and resource based 
problems, which may affect Apple’s ability to outpace them. The most serious and likely of these 
problems is the issue of monitoring of IP in Foxconn’s factory, however all of the possible issues 
are cumulative,  and the combination of all these problems can severely limit  Apple’s ability to 
outpace.  Based  on  this  analysis  I  will  now  conclude  my  report  by  answering  the  problem 
formulation. 
Conclusion
In this project I have set out to answer the following problem formulation: What will be the most  
likely outcome of Apple Inc. entering into the Chinese market with its iPhone product in 2009?  To 
answer  this  problem  formulation  I’ve  outlined  the  natural  setting  of  the  unit  of  analysis, 
specifically, the cloning and counterfeiting industry in China, as well as the details of Apple Inc., 
iPhone the  product,  and  important  firms  that  Apple  may interact  with  in  entering  the  Chinese 
market. Furthermore I’ve sought to gain a theoretical understanding of issues relating to the unit of 
analysis, these theories were Transaction cost economics, agency theory, resource based view, and 
four strategies for dealing with counterfeiting in China.
Based on this understanding, as well as critical realism, I’ve attempted to construct a causal chain of 
the events which I believe are most likely to happen, if Apple Inc. enters the Chinese market with 
its iPhone product in 2009. To structure this causal chain I’ve presented the following four research 
questions:
Question 1: How likely is it that Apple will bring the iPhone to the Chinese market in 2009?
Question 2: What is the most viable AT Kearney strategy for Apple Inc. to apply when entering into  
the Chinese market?
Question 3: How can this strategy enable Apple Inc to deal with copiers, cloners, and competitors  
in China?
Question 4: What possible problems or issues with Apple Inc’s current business practices may limit  
Apple’s ability to outpace copiers, cloners, and competitors in China?
The first research question challenges the assumption that Apple will enter the Chinese market in 
2009 and at the same time serves as the starting point for my causal chain. My answer to question 1 
was that there were the following five mutually exclusive dependent variables: entry in 2008, entry  
in 2009, entry in 2010, entry later than 2010, or staying out. I concluded that entry in 2009 was the 
most likely dependent variable.
I then assumed that entry in 2009 would happen, and moved on to question 2 to understand which 
strategy Apple would use when entering the market. My answer to question 2 was that there were 
the following four mutually  exclusive  dependent  variables:  Outpacing,  Managing,  Blocking,  or  
discouraging imitation strategy.  I concluded that the outpacing imitation strategy was the most 
likely dependent variable.
I then assumed that Apple Inc would enter China in 2009 with an outpacing strategy and moved on 
to  question 3,  in  order  to  answer question  3 I  analyzed  Apple Inc’s  resources  and capabilities 
compared to the resources and capabilities of the copiers, cloners, and competitors. I concluded that 
Apple Inc would likely be able to outpace copiers, cloners, and competitors, using its resources and 
capabilities.  However  I  also  concluded  that  whether  or  not  this  would  be  the  actual  outcome 
depended on if no other contingent factors were realized.
To understand which other contingent factors may affect the outcome I moved on to question 4, in 
order to answer question 4 I analyzed the previously outlined context with the previously outlined 
theoretical  perspective. I found that there were a large number of cumulative contingent factors 
within  the  following  categories  which  may  affect  Apple’s  ability  to  outpace,  and  thereby  the 
outcome, the categories were: Principal Agent problems, Transaction cost problems, and Resource  
based problems. I concluded that these contingent factors all had different likelihoods of occurring, 
and they would all have a different impact on the outcome. I concluded that if all of the outlined 
contingent  problems  were  to  be  realized  Apple  would  be  unable  to  implement  the  outpacing 
strategy in any meaningful way. However the most likely contingent factor to be realized was the 
agency problems relating to Apple’s manufacturer.
Based on my analysis  of these four research questions,  and the causal chain established in that 
analysis, I therefore conclude that the most likely outcome of Apple entering the Chinese market 
with its iPhone in 2009, and pursuing an outpacing strategy, would be limited success as IP would 
most likely leak from Apple’s manufacturer Foxconn, and thereby enable innovative-cloners and 
competitors to react faster. Nevertheless in the long run lack of funds may drive the innovative-
cloners out of the market and only leave Apple competitors as real opposition. If these competitors 
are domestic Chinese firms, Apple may come out on top due to greater experience and dynamic 
capabilities. However if the competitors are multinational or global corporations with strong brands, 
resources,  and  dynamic  capabilities  such  as  Nokia  or  Google,  Apple  may  in  that  situation  be 
outpaced by the competitors, and the firm may find itself in a position where it has to resort to 
focusing on a focused target group, and let the competitors fight over the larger market. 
18. General perspective
I started this project with the intention of exploring the issue of cloning and counterfeiting in China, 
but it slowly evolved into a case study of Apple with the backdrop of counterfeiting. I still find the 
issue of cloning interesting, and given the chance to expand on the project I would probably dig into 
a case which could show the creative potential of the cloning industry, but also the damage it can 
cause. One such case could be the new Cherry QQ car, a cloned city car from a promising new 
manufacturer that gives urban residents in China, Eastern Europe, and some Asian countries a low 
cost alternative to the established brands. However this car has also performed very poorly in safety 
tests, and may therefore be potentially deadly to the consumer. I would also have liked to include a 
discussion on the morality of cloning and copying.
Other than the context of cloning I would also have liked to do more research on the theoretical 
framework, I find that with my current theories I’ve only been able to glimpse a small part of a 
bigger picture. Among other things I’ve been unable to say anything specific about the economic 
results if my prediction comes true, how the market will respond to Apple, or what other possible 
scenarios may be. I could imagine doing this project with game theory perspective instead.
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Appendix A: List of events
Here  follows  a  chronological  list  of  the  events  which  I  consider  important  for  gaining  an 
understanding of the context, the events are summarized to include only the most important data. I 
find that the actions Apple may take in the future are to a large extent dependent on the actions they 
undertaken in the past. For instance the high level of smuggling of the iPhone into the Chinese 
market has decreased China Mobile’s incentive to give Apple a part of its revenue; this may in turn 
have made it harder for Apple to enter the Chinese market due to lack of a strong partner.
On March 21st of  2005 Apple Inc successfully sued two internet  pages devoted to discussing 
Apple products due to the pages revealing confidential information that constituted a trade secret; 
the court ruled that the web pages must disclose their secret source within Apple. According to the 
New York Times Steve Jobs the CEO of Apple has a reputation of keeping secrets, and fires anyone 
who tells secrets without being expressly allowed.87
On April  6th of  2006 Apple Inc is,  according to 163.com, negotiating with several  Taiwanese 
suppliers as well as Foxconn concerning the manufacture of the iPhone. 88
On November 14th of 2006 Foxconn (according to Forbes.com) negotiates a deal with Apple Inc 
for the manufacture of 12 million mobile handsets, and an undisclosed number of Macbooks. The 
mobile handsets are announced as the iPhone on Jan 9th 2007.89
On November 15th of 2006 Appleinsider.com announces the Foxconn deal and that the product is 
iPhone, they say they have known this for months as Steve Jobs was overheard talking about the 
iPhone several months ago.90
On January 9th of 2007 Apple inc. announced that they were developing a revolutionary new cell 
phone. The product had been under development for some time and the intention was to release the 
product in the summer of 2007, the product had been given the name iPhone.91
On January 29th of 2007 Meizu in China announced that they were developing a product titled the 
Meizu M8, or alternatively MiniOne, the photos released of this product created large controversy 
as the product appeared to be very similar to the iPhone.92
On June 26th of  2007 CECT a  major  Chinese cell  phone manufacturer,  announced in a press 
release that the large amount of clones of Apple’s iPhone in the Chinese market bearing the CECT 
brand  were  in  fact  fakes.  Furthermore  they  informed  consumers  that  the  iPhone  hadn’t  been 
launched yet, and that they respected the Apple brand.93
87 Markoff, John March 21, 2005 
88 163.com April 6, 2006 
89 Kwok,Yin and Wai, Vivian January 12 2007 
90 AppleInsider Staff November 15, 2006 
91 Markoff, John January 10, 2007 
92 Ricker, Thomas Jan 29, 2007 
93 CECT June 18, 2007 
On June 29th of 2007 Apple inc. launched the iPhone into the US market; the product included a 
restriction that bound the consumer to a 2 year subscription to network provider AT&T.94
On July 9th of 2007 the iPhone was cracked by a Norwegian by the name of DVD Jon, DVD Jon 
successfully managed to circumvent the restriction that bound the consumer to network provider 
AT&T, and therefore enabled the user to utilize any network provider in any part of the world.95
On august 11th of 2007 The Wall Street Journal does a large article on Terry Gou and Foxconn, 
in the article James Lee, the daily leader of the Hon Hai plan where the iPhone is produced, states 
that  Hon Hai hires up to 3000 new employees  per day in peak periods, and that 1000 security 
guards work at the factory.96
On  September  11th of  2007  Meizume.com reports  that  Meizu  is  negotiating  with  Tencent 
concerning the right to bundle the Meizu M8 with Tencent’s instant messaging software QQ.97 
On October 24th of 2007 The New York Times reports that AT&T’s third quarter profits have 
risen 41% among other reasons due to the iPhone. 98
On October  27th of  2007 The New York Times reports  that  Apple Inc will  limit  the sale  of 
iPhones to two per person and no longer accept cash.99
On November 1st of 2007 The New York Times reports that Apple Inc. has said that they expect 
that nearly one of every six iPhones sold in the US were sold with the purpose of unlocking them, 
furthermore  the  Times  also  reported  that  AT&T  would  unlock  any  phone  subscription  if  the 
customer paid the full price of the subscription, except for iPhone subscriptions.100
On November 9th of 2007 the iPhone is launched in the UK with exclusive network provider O2101
On November 12th of 2007 The New York Times reports that Google one week earlier announced 
plans to create a wireless alliance and turn cell phones into mobile computers which can access the 
internet in the same way that computers do now102
On November 14th of 2007 The New York Times Reports that Apple Inc’s share price is soaring 
after China Mobile said that they were talking with Apple Inc concerning rights to sell the iPhone in 
China.103
On November 21st of 2007 The New York Times reports that a German court has ruled that Apple 
Inc must offer the iPhone in Germany without any restrictions on network provider. Furthermore 
94 AT&T, 2008 
95 Nichols, Shaun July 9, 2007 
96 Dean, Jason August 11, 2007 
97 MeizuMe November 2006 
98 Flynn, J. Laurie October 24, 2007 
99 THE ASSOCIATED PRESS October 27, 2007 
100 Farivar, Cyrus November 1, 2007 
101 BBC July 05, 2007 
102 Helft, Miguel and Markoff, John November 6, 2007 
103 Bloomberg News November 14, 2007 
the article also states that French law forced Apple to promise that consumers would be able to buy 
the iPhone without restrictions in France.
On January 15th 2008 Steve Jobs of Apple Inc announced at the Macworld keynote speech that 
Apple Inc had sold 4 million iPhones as of Jan 15th 2008.104
On January 25th 2008 Tony Sacconaghi of AAPL watchers  announced that according to his 
investigation only 2.35 million of the 3.75 million iPhones sold as of Dec. 29th 2007 had been 
activated. Thus 1.4 million iPhones were unaccounted for, of these 0.5 million were estimated to be 
in retailer storage. 105
On February 15th of 2008 China Mobile announced that they had 400.000 active iPhone users on 
their wireless network by the end of 2007. This would account for nearly half of the previously 
unaccounted for iPhones.106
On February 18th of 2008 New York Times runs a story that reports how iPhones are bought in 
the US, smuggled back to China, and then cracked and sold in retail stores. According to the times 
cracking the iPhone is legal in China although it violates the purchase contract.107
On March 28th of 2008 Foxconn according to Appleinsider.com is rumored to be bidding on the 
contract of being Apple’s manufacturer of the new 3G iPhone.108
On May 6th of 2008 The New York Times reports that Apple Inc plan to introduce the new 3G 
iPhone in Europe in August.109
On May 16th of 2008 Gene Munster of Piper Jaffray reported that a recent increase in deals by 
Apple Inc had resulted in iPhones being made available for retail in 42 countries with a total 575 
million potential consumers. Munster noted that this happened 8 months before most analysts had 
expected, and that most of the deals were non-exclusive and therefore not consumer bonding.110
On April 24th of 2008 The New York Times reports that Apple Inc may abandon the subscription 
restriction in Europe due to European pressure and slow sales. 111
Appendix B: Context of copying and cloning
20. Types of infringement
The first one is Counterfeiting, counterfeiting means that imitators try to create a copy product that 
is  as  similar  to  the  original  as  possible.  The  purpose  of  counterfeiting  is  to  trick  or  cheat  the 
104 Elmer-Dewitt, Philip January 25, 2008 
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106 Ibid Febuary 15 2008
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109 O’Brien, Kevin May 6 2008
110 Elmer-Dewitt, Phillip, May 16 2008
111 O’Brien, Kevin April 24 2008
consumer into believing that the forgery they are buying is the original product. The quality of a 
counterfeit product is generally worse than the original product, but this isn’t necessarily the case. 
Normally  it’s  difficult  to  distinguish  a  counterfeit  product  from the  genuine  product.  A  good 
example of this is counterfeit currency. 
Second type of infringement is  Piracy  which is also counterfeiting but the difference is that the 
consumer is aware that the product they’re purchasing is a fake product. Usually the consumer can 
easily distinguish the pirated product from the original product. This can be due to the relatively 
low price,  the  quality,  and  clear  differences  in  packaging  or  design.  Most  of  the  time  it’s  the 
consumer’s that attempt to find the pirated goods by going to a special location to purchase this 
kind  of  forgery,  or  actively  searching online  for  it.  Good examples  of  pirated  goods are  CDs, 
DVDs, as well as computer software and games.  
The third type of infringement is Imitation brands, imitation brands refers to when imitators try to 
create a product that has similar characteristics as the original, for instance name, shape, form, 
cover, design and so on. The imitators’ purpose is to steal the brand name effect of the original, so 
the imitator doesn’t need to make expenditures on R&D, design, marketing and branding. 
Moreover,  there  are  two problems that  are  very  likely  to  occur,  and  hence  hurt  the  original 
producer. The first one is when the consumers fail to recognize that they have purchased a fake 
product,  and  consequently  become dissatisfied  with  the  original  producer,  this  can  lead  to  a 
situation where the consumer stops buying products of the imitated brand. This can have a lethal 
impact  on  the  original  producer.  One  example  is  Philips’s  Chinese  division.  Philips’s  central 
customer service started receiving so many complaints about their products in Chinese market, 
that they simply couldn’t make sense of it. Therefore Phillips sent an investigation team to China 
to discover what the problem was. They were shocked to discover that the whole Chinese division 
of Philips including buildings, production line, and management system, had been imitated. 
The second problem is when the consumers are aware that the product they have bought is an 
imitation, but they are sufficiently satisfied with the quality or price that they would rather buy the 
imitated brand. 
The last type outlined by Kay Ka-Yuk Lai and Zaichkowsky is called “the gray area”.112 This is when 
a  manufacturer  produces  more  than  the  quantity  required  or  ordered,  and  sells  the  surplus 
products in the market illegally. This type of infringement still exist, however it’s not very hard to 
combat, since the legal contract would usually allow the intended buyer to confiscate the products 
as long as they can prove the manufacturer has overproduced.
In my project, I’ve chosen to focus on the first type of infringement namely counterfeiting, this is 
because I intend to explain how counterfeiting has evolved from being the illegal counterfeiting of 
simple products, to being the legal or borderline legal cloning of very advanced products such as 
cars or cutting edge personal electronics
21. Chinese recent economic development from 1960 to 2008
Great leap forward (GLF)113: was an experimental economic policy implemented by Mao into 
China from 1959 to 1962. It was inspired by similar Soviet Union policies from 1958. The main 
focus was to develop the agricultural and industrial sector with the goal of outperforming the USA 
by the year 1988. An important feature was the implementing of an institution called communes 
which could include 5000 families. Everybody was working for the communes, and didn’t have any 
claim on individual property. However, things didn’t go as expected, and combined with a natural 
disaster, the policy failed horribly, the failure of the GLF may have caused the death of as many as 
20 million people due to starvation or diseases related to starvation in the period 1959 to 1962. 
Cultural Revolution (CR):  “The Great Proletarian Cultural Revolution was a ten-year political  
campaign - a social experiment aimed at rekindling revolutionary fervour and purifying the party.  
Mao Zedong and his wife, Jiang Qing, directed popular anger against other members of the party 
leadership. While others were removed from office, Mao was named supreme commander of the  
nation and army.  Ideological  cleansing began with attacks  by young  Red Guards on so-called  
"intellectuals" to remove "bourgeois" influences. Millions were forced into manual labour, and tens  
of  thousands were executed.  The result  was massive civil  unrest,  and the army was sent  in  to 
control student disorder. At the 1977 11th Party Congress, the Cultural Revolution was declared  
officially to have ended with the arrest of the Gang of Four.” 114
112 This gray area is totally different concept from the other gray area I use to describe the ambiguity of legitimacy of 
reverses engineering.  
113 http://www.historylearningsite.co.uk/great_leap_forward.htm 
114 http://news.bbc.co.uk/hi/english/static/special_report/1999/09/99/china_50/cult.htm 
Open door policy, FDI: things changed radically after the death of Mao 1976.  Deng Xiaoping115 
took the full control of the country, and his economic reforms which were launched in 1979 led 
China into an era of new economic development. His reforms opened China up to the rest of the 
world. The core transformation was that Chinese economic mechanisms slowly changed from being 
a centrally controlled economy to a market driven economy.
Privatization of SOE: There has been 3 major reforms carried out since the 1980s, these were the 
reform of stated owned enterprises (SOE), as well as the tax reforms and financial reforms which 
were introduced in the beginning of 1994. Furthermore there have been many different approaches 
to changing SOE to becoming joint stock companies. There have been situations where for instance 
a foreign firm rents a Chinese factory for 15 years116, and foreign firms have been allowed to buy 
shares in listed SOE. There have been frequent closures of former SOE such as factories due to 
bankruptcy caused by inefficient management. This has lead to thousands of people losing their 
jobs in the factories117. Furthermore the economic reforms brought concepts such as Individual and 
intellectual property right to China. 
One-child  policy:  this  policy,  which  is  also  known  as  the  population  control  policy,  was 
implemented by the Chinese government in 1979, and is still in effect. The purpose of this policy 
was to reduce the economic burden on the individual family, increase parental investment in their 
child’s  education,  as  well  as deal  with some of  the environmental  problems which occur  from 
overpopulation.  The  One child  policy  means  that  every couple  is  only  allowed one  birth.  The 
punishment for people who don’t follow the rules is very serious, sometimes people get huge fines, 
or get fired and the local government makes sure they never get reemployed again. The results of 
the one child policy were remarkable. However it has achieved better result in urban areas than in 
rural areas where having many children to work in the field is still a necessity of life.   
Growth  poles,  developing  the  south/coast:  another  important  aspect  of  Deng  Xiaoping’s 
economic reforms was based on the Growth Poles strategy, the idea was to let some people get rich 
first, and thereafter distribute the wealth. So the cities along the coast from the north to the south 
became the favored by the government, and special economic zones were created to encourage FDI. 
115Details information about Deng Xiaoping’s life: http://english.people.com.cn/data/people/dengxiaoping.shtml 
116 http://www.springerlink.com/content/v4q717j684463qt7/fulltext.pdf  “An alternative tried in Sichuan 
was to lease the Provincial Autobus Factory to a foreign company for fifteen years. The lessor was granted exclusive 
management rights and guaranteed to spend US$20 million to renovate the 1950s plant, but was constrained to retain 
85% of the factory's labour force over the full term.”
117 http://www.springerlink.com/content/v4q717j684463qt7/fulltext.pdf “When the Chongqing Knitting 
Factory went bankrupt in August 1992, 2,600 people lost their jobs and had to find new employment themselves…… 
The Hong Kong Company dismissed 1,200 of the 1,900 employees, which led to discontent.
The government has spent a huge amount of money, and labor to support the development of these 
areas, for instance the huge city of Shenzhen which now houses around 9 million people was built 
across the river from Hong Kong over the course of the last 25 years, in an area that was previously 
only mountains and oceans, to attract foreign business from Hong Kong. 
22. Development of the Chinese copy industry 
Because of the GLF China was in extreme poverty, and Mao’s Cultural Revolution didn’t do much 
to change the terrible situation other than making it even worse. People were fighting against each 
other and only focused on the political movements, and anything western capitalism related was 
considered  wrong.  Moreover,  China  was  part  of  the  communist  block,  which  meant  that  there 
wasn’t any support or aid from the enemy capitalist countries (And had it been offered China would 
still have refused it due to national pride). After Mao ruined the good relationship between China 
and Soviet  Union,  China was left  absolutely alone in an incredibly awful condition.  Therefore, 
China was totally closed and isolated from the rest of the world in 1960s and the beginning of the 
70s.
So there was no knowledge of foreign products, and therefore there certainly wasn’t any need for 
foreign products either. Therefore, the copy or counterfeiting industry didn’t exist back then. In any 
closed of country there exists a black market for real and fake foreign goods, and of course China 
also had this to a limited extent, but it simply wasn’t present to the extent where it can be called a 
copy industry.
According to the report from the consulting firm A.T. Kearney, The recent development of the 
Chinese copy industry has happened in 6 stages118 (see figure 3). These stages are primitive textile 
knockoffs,  improved  quality  textile  counterfeiting,  primitive  technology  piracy,  advanced 
technology piracy,  counterfeits through internet and “mutant” brands in global markets.  Every 
stage has its own unique features, but the stages are to be seen as co-existing, meaning that while 
stage 1 was the first to develop followed by stage 2, stage 1 hasn’t been outfaced by stage 2. So 
even though Chinese industry is  now capable of copying whole trains, that doesn’t mean that 
imitation of Adidas shoes has stopped. Besides there is no clear distinction between stages it’s 
more of a fluid transition.  
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Figure 3 Evolution of Chinese counterfeiting in 6 stages (Source: A.T. Kearney) 
22.1  Stages 1 and 2 
However, because of the economic reforms,  there were suddenly huge incentives to work, people 
could open their  own private firms,  they could export  to or import  from foreign countries,  and 
foreign companies could set up factories in China and so on. Consequently, the whole society was 
driven forward. What did this bring along? Money, desire and demand; Money - Chinese people 
became  richer,  the  purchasing  power  increased,  and  some  people  could  even  afford  to  buy 
expensive foreign brands, this lead to such a tempting market that no firm could refuse; desire – 
Chinese people wanted to have the good life they’d dreamed of, for nearly 4 decades, so people’s 
desire and  eagerness for becoming rich, and having a good life became very strong; demand – it’s 
like a snowball, once you start giving people a free choice, it’s almost impossible to stop them.
Therefore  the  copy  industry  started  from  there.  Back  in  the 80s,  China  was  still  under 
development, a huge population amount migrated from the rural  areas to the urban areas, in 
particular  the coastal  cities,  so in the urban areas labour force became extremely cheap. And 
those labours didn’t have any education. At the same time foreign investors started setting up 
factories to produce simple textile products such as Mickey Mouse T-shirts and teddy bears, which 
didn’t really require any professional skills or knowledge to manufacture, so demand and supply 
began  to  match  each  other.  In  that  situation  some “smart”  business  men found that  if  they 
produced a product with a similar name or design as a foreign product, they could sell more than 
before. They would therefore use inferior material to reduce the unit cost, and then sell the copy 
products in the domestic market. This is why I’ve identified this as stage 1 and 2. 
22.2  Stages 3 and 4
As the  level  and  complexity  of  foreign investments  and factories  continued to increase,  large 
amounts of new technology rushed in to China. Given the fact of one-child policy, the amount of 
young people with a high educational background continued to increase; these new skilled but still 
relatively cheap labourers became the foundation of China’s economic development. This is why it 
made sense for foreign companies to slowly bring in more and more high-technology to China, in 
result increasingly more complicated products such as accessories of machinery,  and batteries 
were produced in China. Since both buying power and knowledge level wildly increased, more and 
more foreign firms began to sell in the Chinese market rather than just produce there. 
Thus Joint ventures started appearing, in that period joint ventures was a very popular tool for 
multinationals to enter the Chinese market, as they didn’t have so much knowledge about China 
themselves, they decided to cooperate with a local firm. However, many foreign firms found that 
their Chinese partners either misrepresented themselves or simply violated the contract. All of the 
sudden, many of these foreign firms found new competitors in China who made products that 
were suspiciously similar to their own products. And to make matters worse, these firms were on 
many occasions owned or operated by their joint venture partners. This is where I believe the 
Chinese  copy  industry  moved  from  been  simple  knockoffs  to  complex  counterfeiting  as  they 
learned the “know how” from their foreign partners.   
22.3 Stages 5 and 6 
Recent technological development has made it a lot easier to get the “know how” as well as the 
“know why” about any product, the internet especially has connected more less any part of china, 
no matter how remote, to the rest of the world by the click of a button. The internet has made it 
possible to create global  information sharing networks. This means that the advantage foreign 
firms previously  had  over  the  copiers,  by  keeping  their  product  out  of  China  or  producing  it 
outside China, has been largely reduced. And the internet has also made it possible for Chinese 
counterfeiters to organize and share information.  When you combine this with a high general 
level of education, unemployment even among engineers, rapid economic development and weak 
law enforcement, you have an almost perfect environment and set of incentives for Chinese firms 
to attempt to copy western products. I believe these are the main reasons why the Chinese copy 
industry has moved into stage 5 and 6. 
22.4 Hypothesis: Stage 7 and 8  
As I just argued in the preceding paragraph, I believe that there are two next stages titled stage 7 
and stage 8.
I believe that stage 7 is when Chinese cloners move from what I’ve called over-cloning to what I 
call innovative-cloning. In this stage the cloners base their product largely technology or design 
developed by foreign firms, but they find a unique way of innovating it. For instance they may 
improve a PE product, redesign the look of a car, or make a generic product considerably cheaper 
without lowering quality. In this stage it becomes harder for both the firm and the consumer to 
realize that this innovative clone-product is actually a clone, and although it may still be close to or 
beyond legal restrictions on IP, the product is nevertheless easier to sell to consumers in the global 
market. I’ll explain the innovative cloning concept in greater detail in chapter 4.
I believe that in stage 8 innovative cloners make the jump from cloning foreign firms to creating 
their own unique products, although the product may be based on technology, design, or function 
of a foreign product.  The product has been innovated to such an extent that it  can rightly be 
considered a competitor product. I call this stage 8 of the Chinese copy industry because I believe 
this is where the roles reverse, in stage 8 the innovative Chinese competitors become the ones 
that are copied or cloned by foreign firms. I believe that some Chinese industries have already 
moved to stage 8, and if the rapid speed of economic development continues, it’s likely that more 
and more copy industries will move to stage 8. I believe that in proposing this hypothesis I’m not 
suggesting anything radical, I’m merely saying that I believe that China will follow in the footsteps 
of Japan and South Korea, and perhaps soon we’ll see as many Chinese style cars and personal 
electronics as we currently see Japanese.
Appendix C: Illustrations and figures
Figure 4: Apple Inc’s supply chain (source: author)
Figure 5: Apple Inc’s supply chain, and possible IP leak to cloners (source: Author)
Figure 6: Apple Inc’s supply chain with possible IP leak and the influence of hacking and 
cracking (source: Author)
Figure 7: Illustration of the causal chain established by answering the problem formulation 
and research questions. From Apple’s iphone, to entry to the Chinese market, to strategy, and 
to outcome, with the possibility of contingent factors affecting the outcome (source: Author)
Table 2: Author’s appraisal of Importance and relative strength of Apple, Meizu, Innovative 
cloners, Over-cloners, and counterfeiters resources and capabilities. (Based on Grant 2005 p. 
140 & 159 Source: Author)
